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Fl:'llow Shareholders: 

It is w!th considerable pleasure and pride that I 
report to you on another year, another set of new 
records, and another imposing l!st of accomplish
ments. While this may seem like repetitious report
ing, [trust u·.;-~t it is no lass welcome to you, the 
owners of our Company. 

1986 Financial Results 
For the twelve-month period ended December 31, 

1986, income before extraordinary credits was $80.7 
mil!ion ($2.22 a share), compared with income of 
$54.3 million ($1,50 a share) for the previous year. 
Income from the Company's operations increased 
from $113.8 million in 1985 to $139.1 million in 1986. 
while revenuas were $753.8 million compared to 
$732 million in 1985. 

For the fourth quarter of 1986, income before 
extrhDrdinary credits was $19 million ($.52 a share) 
versus $12.2 million [$.34 a shar<:') for the 1985 
period. Sales for the fourth quarter were $182.3 mil
lion, compared with $174.2 million for the same 
period a year earlier. 

The Company's 1986 operating results included 
record-breaking Chemicals profits of $107 .8 mill ian 
and a substantial improvement in the performance of 
its Building Materials business from a profit of $20.1 
million in 1985ta $30 million in 1986. The Compa
ny's performance was favorably influenced by 
increasP.d unit sales for most all its product lines, a 
more favorable product mix in both its principal 
businesses, increased manufacturing efficiencies, 
lower raw material prices, and the decline of the U.S. 
dollar. 

Significant 1986 Developments 

GAF's impressive financial performance this past 
year. in which the Company registered its twelfth 
consecutive quarter of increased earnings while our 
Chemicals and Bui ldi ug Materials businesses were 
recording their sixteenth and twelfth, resJlectivel y, 
consecutive quarterly increases In operating profils, 
tells only pt~rl of the story of our success in 1986, Par 
equally significant is the imposing Jist rJf GAF's other 
achievements, which included completion of the 
Company's chemicals plant expansion in Marl, West 
Germany, acceleration of GAF"s aggre~si ve capital 
expansion program, the securing of new iung-term 
agreements providing for the supply by Union Car
bide of acety l1me to our two chemicals faci lilies at 
Texas City and Seadrift. Texas, acquisition of Berg
Warner Corporation's surfactant business, a success
ful $260 million bond offering, GAF's settlement of a 

Samuel J. Heyman, Chairman of lh<, Board and ChlefE>:Bcutive 
Officer (J.,f~). and james T. Sherwin, V!ca Chairman and Ch!~f 
Admi nlst rali ve Offlcer. 

long-standing tegal dispute with five of its princip<ll 
insurance carriers involving the Company's insur
ance coverage in connec;:ion with asbestos-related 
health claims, the two-for-one stock split of GAF 
shares, etc. Since other parts of this Annual Report 
chronicle the Company's accomplishments in these 
and other areas, I would prefer to highlight for you 
several of the mast signifiomt developments at GAF 
during the past year. 

Chemicals Business in 1986: Another Record 
Year and Foised for Further Growth 

Our Chemicals business in 1986 registered its 
fourth consecutive year of increased operating prof
its, having advanced from $55.4 milllan in 1982 to 
$64.6 million io 1983 to $79 million in 1984 to $92.6 
million in 1985 and to $107.8 mill ion this past year. 
This almo.'ll. lDO% increase in op1:1rating profits in just 
four years is all ·.he more remarkable. I believe, hav
ing bean achieved in the f11ce of a relatively low
growth, economic environment. 

The 16% im lease in GAF's 198l\ Chemicals profits 
was accomplished as a result of increased unit sales 
in mnst product I ines, a favorable product mix, 1 ower 
raw materials prices, continued cost improvements 
primarily due to manufacturing efficiencies, and 
improved profitability of our international ope rat! ons 
re~ulting fl"om increased market penetration and the 
continued decline of the U.S. dollar. These factors 
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operated to more than offset the effect of lower prices 
for somo of GAF's chemicals products and sb..1ggish 
conditions in a number of our end user markets, such 
as the agricultural, oil service, and petroleum refin
ing industries. 

GAF's Chemicals business continued in 1986 to 
outperform. the industry. With sale~ per employee of 
$185,000, operating income per employee of $52,000, 
return on sales of 28.6%, and return on identifiable 
assets of 42.8%. GAF's Chllmicals bus!nl!ss was once 
again among the highest ranking performers in the 
entire chemicals industry. 

Developments of particular significancJ this past 
year included: (1) the implementation of an intensi
fied program involving the coordination of marketing, 
sales, resea.rch and development, and commercial 
development efforts, designed lo further upgrade the 
product mix of GAF's Chemka]s business with par
ticular emphasis on our highest velue-added, spe
cialty products: (2} the ex[Jansion of our international 
operations: and (3} the sale of GAF's engineering 
plastics business. 

New Products, New Applications, and Intensified 
Marketing Programs Designed To Increase Pene· 
trution for High Value-Added, Specialty 
Products 

GAF's Chemicals business intensified its effort this 
past year to develop and commercialize new and 
improved products and processes as well as new 
applications for existing, high value-added products, 
all with a view toward serving customers in specialty 
markets mquiring high performance and teP.hnica l 
survica. Notable successes in 19flfi induded the intro
duction of a whole ht>W iamily of surfactants which 
combine tha unique properties o£ GAF's acetylenic 
and surfactant ted.nologies and are designed for use 
in the hair care, industrial extractant, and biosyn· 
thetic industries, snd the development of a new 
divlnylether product (triethylene glycol dlvinylether) 
for use in radiation curing. 

"Whcr: considered against the backdrop of 
reduced capital spending and flat R&D 
budg(1ts so prevalent In Corporate America 
today, we may be s1iling against the 
wind-but it has aiways been out convic
tion that the best time to invest and expand 
ls when the competition ls pulling in 
its horns.~ 

Two additional developments worthy of sped a! 
mention are: 

[a} GAF continued to e-xpand the already wide va~i
ety of end-use applications for Its Gantrez® co-poly
mer resins, whose unique and versattle propertiel> S..l-e 

based upon our own proprietary technology and have 
enabled GAF to tailor products suitable for a multi· 
tude of uses. While our Gantrez line has been fur 
same time the product of choice in hair care, denture 
adhesive, and detergent applications, a significant 
breakthrough was achieved this past year h the 
development of Gantrez S-97 as an active and unique 
ingredient for use in anti-tartar toothpaste. The suc
cess of this new product, together with increased 
market penetration for our existing Gantrez family of 
products, prompted GAF in 1986 to P.xpand its 
G antrez production capacity, with a second phase 
expansion. currently undsrway, schaduled for com
pletion in early 1988. 

(b) GAF intensified this past yaar the Company's 
marketing efforts in connection with its safe solvent, 
M-Pyrol ®, Primary applications far this acetylenic 
solvcni have been in the agricultural merkel fm use in 
herbicides, pesticides, insecticides, and fungicides, 
the petroleum refining industry far use in the extrac
tion of automotive lubricants, and as an extraction 
solvent in industrial applications. In addition to 
these already established uses, GAF con tin uet1 to 
expand its market penetration for M-Pyml use in 
metal cleaning, paint stripping, dry cleaning, el.ec· 
tronics, and 'ldhesives/sealants. In this connection, 
M-Pyrol is now widely accepted as a safo subst itu.te 
for chlorinated solvents, the latter having recer.ily 
provoked serious environmental and safety concerns 
on the part of regulatory agencies and users alike. We 
have every expectation that GAF can continue to & ub
stantially increase its share of the solvents market in 
1987 and beyond. 

Growth of InternaUrmul Operations: Expansion IJ/ 
Manufacturmg Capacity und Increased Geo
graphic and Market Penetration 

Shortly after new management assumed office in 
December,1983, GAF determined to substantially 
incraase its commitment to expand its presence in 
the international arena. The performance of our inter
national chemicals business in 1986 benefited, in no 
srr.all way, from that strategic decision. 

GAF completed, in July, 1986, a major capacity 
expansion at its joint-venture manufacturing facil!ty 
in Marl. West CPrmany. The Marl facility, which 
manufactures butanediol and tetrahydrofuran (THF), 
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• 
a cheUlical intermediate and sol vent, respectively, is 
expected to enable GAF to increase market penetra
tion not only in Europe but in exj:ort markets 
throughout the war I d. 

GAF coatinued in 1986 to increase its market share 
for many af its acetylenic products in virtually a II the 
Company's international markets, especially in the 
North Pa~if!c and Latin America. As part of that 
effort, GAF combined in Singapore its Australasian 
and North Pacific headquarters so as to permit it to 
better serve growiug markets for the Company's prod
ucts in Japan, Hong Kong, China, North Korea, and 
Taiwan. While a major portion of GAF's business 
continues to come from Europe, the Company ex peri· 
ence d in 19 8 6 particular I y solid sa las i ucreases in 
Japan, Australasia, and Latin America, as its products 
for use in engineering plastics, thermoplastic ure
thanes, hair care, dental adhesives, toothpaste, and 
beer and wine met with increased customer demand. 
GAF's challenge remains to replicate its European 
success in these and other areas of the world, and 
our progress this past year augurs we!! for further 
improv!lment in 1987. 

Sale of GAF's Engineering PlasUC!l Business 

GAF sold, on July 1, 1986, its engine!lring plastics 
business to Celanese Corporation. At the same Ume, 
we entered into a long-term agreement whereby 
C!!lanes!l ag~!led to purch!!Se from GAF a substantial 
portion of its world wide r!lquirements for 1,4 
butanediol, a key product manufactured by GAP's 
acetylene chemicals business and used by Celanes"l 
in the manufacture of its engine!lring plastics and 
fiber products. 

GAF's engineer! ng plastics business consisted of 
the manufacture and sale of polybutylene terephtha
late [PBT) thermoplastic polyester resins, marketed 
under the trade names GAFITE and GAFTUF, and 
PBT thermnpl!!stic elastomers. GAFLEX, and was 
one in which GAF had earned 11 repu tatian for inno
vative, quali1y products. Neverthl'less, it has been 
a basic premise of our corporate strategy at GAF to 
limit the busin!lsses in which we partid pate to those 
where we l111va the abillty, resources, and commit
man! to becom!l an industry leader. Given the inevita
ble limitations with regard to a company's resources 
in any area of uusiness enterprise, it is quite simply 
our preference at GAF to do a few things in a thor
ough, focused, and intensive manner rather than run 
the risk of spreading our efforts ahd resources too 
thin. 

GAF's engin!lllring pla .. iics business has never b!lell 
a significant part of our chemicals bus [ness, its rei a-

" ... We have managed, from the start of 1986 
to the date of this writing, to Increase share· 
holder values by more than $500 million 
which, when added to a comparable record of 
achievement in our first two years In office, 
brings to $1.4 billion the increase In share
holder wealth arising from the efforts of man
a~ement and your Board of Dire~.o-tors O\'et the 
past three years." 

ti vely small size and the fact that it was limited to a 
single product lin!! having operated to inhibit its 
growth in an indl.lstry whose principal participants 
benefit from economies of scale as well as a broad 
family of products. As a result, It bBcame increas
ing!}~ apparent that GAF was simply not in a position 
to become a major participant in the plastics industry 
without an extraordinary camml tment of finan.cial 
and other resources, which management and the 
Board of Directors concluded ~auld be more profit
ably deploy!!d in other !lreas. On the oth!!r hand, th!! 
Celanese transaction providtld the opportunity not 
only to s!!ll our business at an advaniageous price but 
to deploy the considerable resources p~viously 
devoted to that busin!lss to other more prumising 
ar!las. 

Building Materials BusinP.ss in 1986: Increased 
Profitability Through Improved Product Mix, 
Low Cast Production, and New Product 
In lroduc lion 

GAF's Building Materials business regi~tercd its 
third consecutive year a f sharply incr!lased opera t! n g 
prof! ts, con tinulng a dramatic turnaround from a loss 
of $:J4.5 million in 1983 to operatin!l profits of $10.9 
million in 1984, $20.1 million in 1985, and $3!J mil
lion in 1986. Th!! improv!ld p!!rformanr:e of GAF's 
roofini! materials busineli!i rasu ]ted from h 1 ghEr resi· 
dentio.l roofing unit sales, a mor!l favorable product 
mix aid!!d by new product introductions and 
incr!lased sales and markflting emph118is on its pre· 
mium products, and reduc!ld costs of production 
resulting from manufacturing effidencies and lower 
raw material prices. 

These favorable far:toro more th;.n offset the 
adv!lrse eff~cu;t of the erosion in priGes for GAP's roof
ing products (which have continu!ld to decline for 
five consecutive y!lars) and thn sluggish demand for 
commercial roofing materials resulting !rom the pro
naunc(ld nationwide slowdown in commercial con
struction. Despite severe competilivu pr!!ssures, 
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however, GAF maintained its predominanca as the 
nation's lwding manufacturer of residential roofing 
products while managing to improve its position in 
the commercial roofing market as wall. 

One oft he principal factors responsible for the 
continued improvement in the performance of GAF's 
Building Materials business was the increased mar
ket penetration for its premium rooting product, 
Timberline®, which resulted in turn from enhance
ment of the product, increased adverlising expendi
tures, and an intensified marketing and sales effort. 
In addition, our Royal Sovereign®, a residential shin
gle introduced by GAF in 1985 and designed to ca pi
talize on the "middle market" for quality roofing 
materials, experienced increwed market acceptance 
this past year, In the commercial area, GAF's Rube
mid® MB, a modified bitumen single-ply roofing sys
tem developed and brought to market in the latter 
part of 1985,achieved sales in 1986 which far 
exceeded projections. We expect that this r.ew prod
uct will be an even more substantial cuntri'outor to 
operating profits in 1987. 

Perhaps the most promising new product intro
duction for GAF's Building Matel'ials business in 
recent years is GAF Wood Line'", a mid-weight \ami· 
nated shingle brought to market this pa8t Ducember. 
GAF Wood Line is designed to capture an !ncreased 
sham flf !he architectural, laminated roofing market 
with particular emphAsis on new home construction. 
P~oduction began at GAF's Mobile. Alabama manu
facturing facility in December, and the product has 
mat with such enthusiastic cu3tomer response that 
we are already making plans to commence GAF 
Wood Line production at our Dallas, Taxes, Fontana, 
Californill, ll!!d Be! timme, Maryland facilities later 
this ~·em. 

GAF's Building Materials business benefited from 
the Company'~ continued program involving sub
stantial investment in plant and equipment. In the 
three years 1984-1986, total capital expe1:rlilures 
were more than $50 milliun, with its capita! plan for 
1987 expected to exceed $25 m tllion. This capital 
program is d<Jsigned tr,: ill in~:rease capacity at a 
number of our manufacturing facilities so as to satisfy 
increased customer demand for GAF's products: and 
(2) upgradt> and modernize the Company's manufac
turing facilities in order to further reduce costs of 
product ion. It Is expe~:ted that results fm1987 and 
beyond will benefit as a result of the returns from this 
high leve: of capital investmOJnt. 

Final Chajlter uf the GAF-Union Carbide Story 

GAF decided to discontinue its Union Garb ide 
a(;quisition effort when, on October 3, 1986, the two 

• 
Companies entered into a ten-year standstill agree
ment in which GAF agreed not to acquire additional 
shares of Union Carbide. Since that time, GAF has 
disposed of more than half its Union Carbide hold
ings, leaving the Company with an after-tax gain on 
its carbide investment (after expenses and including 
the unrealized gain on the holdings it still reiains) of 
more than $250 million. 

Since the effect of hostile takeovers on Corporate 
America and our nation's et.":'lnomy is currently a 
matter of no small controversy, there is a lesson to hE> 
learned, I believe, in reviewing for a moment the 
aftermath of the Union Carbide affair. 

(t) GAF's acquisition attempt., whila falling short of 
its goal to acquire Union Carbide, will realize forGAF 
shareholders more than $250 million in after-tax 
gains. which is especially significant when one con
siders the fact that the entire market capita\izatior, of 
GAF when new management assumed office i:, 
Decembl:r, 1983 was less than that amount: 

(l) Union Carbide shareholders were substantial 
beneficiaries as well, as GAF's takeover effort 
succeeded in ere<~ ling for them more than $3 billion 
in increased shareholder values: and 

(3) The Union Carbide Corporation is, we would 
maintain, the better for the experience, After having 
lost its way for a number of years, now undt<L new 
management headed by an able and vigurou ~ chief 
executive, Carbide has sharply reduced its costs of 
operation at every level, eli.mineted unnecessary lay
ers of management, and divested more than $3 bil
lion of assets which were ei !her underperlorming or 
outside the mainstream of lis chemicals business. As 
a result, Union Carbide i~ today a more focused, effi
cient. productive, and profitable Company than a~ 
any time in recent history. 

There are, of course, undesirable as pe-:.1~> of the oo r
porate takeover movement a.<~ well. As wo have made 
clear so many times before, not only in our worrls but 
by our actions, we d<"plorei.he widrspread abuses to 
which the takeover movement has given rise. Green
mail. golden para(;hutes, pension para(;hutes, poison 
pi lis, and other similar practices designed to sithel' 
give pr~ferential treatment to one ~harehok!nr over 
the next or to entrench i nc•.1mbent management teud 
.:~nly to frustrate the realization of sharcholdal' values. 
And yet notwithstanding these objectionabl r- aspects. 
the overall effect of corporate takeovers can be 
characterized as salutary in that they produce more 
winners than losers, operate to keep managemsn! or• 
its toes, crOJate shareholder wealth, and makn a posi
tive contribution to the revitalization of i 'ld ustry. 
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Outlook for 1967 

GAF concluded this past ypar on a particulatl y 
strong note, moving into 1987 with considerable 
momentum. And 11s we near completion of what, as 
of tllis writing, $.~peers to be a strang first quarter, I 
haw a h1gh cot<viction tha.t, barring some unforeseen 
calamtty, GAF will record another substantial earn-
ings increase in 19ft7. ,' • • 

As ior the Company s Chemlpals bu,'lmess, we have 
every mr.pectation that 1987 will prov(. to be. a~ot~er 
outstandillg }'<!ar. The factors whu:h are anlirJ.pated . 
to tavorably influence the performancr of our Chenu
cals busineas this year are thu 11h-eady co:npl'dted 
axpan.;io;ls of production capacity at the Company's 
Calvert City, Kentucky, and Marl, ltlest Gern1any, 
facilities, increased oroduct develD})ment which con
tinues to enable GJ.. . ' Chemicals to g; ~in greater Irnll'

ket penetration in end user industria! sue~ as 
pharmaceuticals and cosmetics, a lower dullar, con
tinued above average growth for mar.)• ofou.,. end user 
markets, the impact c.f a full year's 1\.:.'mlt& fc1· th~ sur
factant business we acquired &om Borg-Warne~: In 
the second half of 1986, and tl.e ever ir.creasing con
tribution of our inttlrnational operations to the over
all perform an .. · of GAr"s Chemicals business. 

With regard to the Compaay's Building Mllterials · 
business, a significant development this past ya:;or. 
was l~e improvement ~.n its operati.~ mar~iru;, whlch 
have increased from 2.fl% in 1984 to 5.5% in 1985 to 
3.1% in 1986, with the last half of 1986 operating 1\t a 
rate of neafly 9%. While these margins a1 e gtm far 
from acceptable, the trend is at least in the right 
direction and pro\•ides reason to expect that we can 
makr. further progress in Ht87 as a result ot the 
upgrading of our product mix, striilgent CD.!:! controls, 
and improved manufacturing efficiencir s. 

Whiie the chaaenge for GAF's Buildin!! Material.-. 
business in 1987 is to continue to outperform the 
roofing m~ter;als hld<Lstry in which it operates, truly 
dramatic gains in our operating performance are not 
likely in the absence of industry-wide prir.e improva.. 
ment. In this connection, roofing prices fell 7% on 
ti.Varage this past yoar, making 1986 the fifth conFecu.
ti ve year in which prices for our products have con· 
ti nwd their free fall. As in previa us years, 
overcapacity in the industry was the principal cause 
for severe competitive conditions. Altho~gh se~a,ral 
of GAP's competitors closed manufacturmg facJblJBS 
in 1986, th~r<i!by ameliorating the supply-demand 
imbalance to some degree, i~ nevertheless remains 
our conviction !hat prir.ing for roofing products will 
not improve until industry participants abandon 

strategies dominated by volume and market share 
considerations and adopt a more disciplined. bottom· 
line approach to their busineosses. 

GAF concluded the year in the R~.rongest financial 
condition in its history. As of December 31, total 
assets were more than $1.3 billion, llf which more 
than $860 million (or $24 per share) cunsisted of . 
cash short-term investments, and marketable sec un
ties. While the current low Level of interest rates has 
made short-term, money market type investments rel
atively unattractive, thereby creating added incentive 
fer the Company to deploy its financial resources for 
acquisitions, we at GAF will simply not make deals 
for the sake of making deals. In this connectic:J., we 
continue to carry, as investments, stakes in Borg
Warner Corporation and CBI Industries, Inc. Whether 
either of these develop into acquisitions remains to 
be ae<m, but we continue at any rate to view them as 
attractive investment opportunities. Finally, 
although the acquisition field can be characterized 
today as une in which there are simply too many dol
' Iars chasing too few trans11.ctions, we still hold the 
view that there areal ways opportunitiBs if you look 
long'u.nrl hard enough and that ~he strength a~d 
liquidity of our balance sheet will, when the tune 
comes, sta.nd us in sood st68.d. 

Wa are taking advantage of our financial resources 
to make long-term investments in GAF's existing 
businesses. whether it be in the modernization of 
plant an~. equ;pmenl, process improvements 
designed to lower production C!:'Sts and improve the 
quelity oft he Company's products, expanst-;)n uf pro· 
ductive ca~adty so as lo satisfy im:reased customer 
demand, or the acceleration of research and c!e·,elop· 
men! activity in urder to ensure the continued devel
opm~nt and long-term growth of GAF's buslneSRllS. 

By the end of this year, we wm have expended i';l 
\he three·y~ar period 1985-1987 mort. than $180 mll
lion for .:.spital projects in both our Chemica h; and 
Building Materials businesses. So also in terms of 
other kinds of long-term investment, research and 
development. expenses in our Chemicals business, 
for example, 11ave increased by an avflrage of 20% par 
annum iu the last two years, will> a 25% incl'ease pro· 
;ectetl for 1987. When considerad against the back-

" ... It l !• q:.~ ite simply our preference fit GAF 
to do a few things in a thorough, focused, 
and intfmsive manner rather than run the 
risk o: spreading our efforts and resources 
too thir,"' 
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"' .. .I have a high cCinvlction that, barring 
some unforeseen ealamity, GAF wi!l record 
anotller substantial earnings increase 
in 1987.~ 

Jrop of reducad capit11.l spending and flat R&D 
budgets ~o prevalent in Corporate America today, we 
maybe sailing against the wind-but it has always 
been om conviction that the best time to iltvest and 
expand is when the competitiun i~ pul!tug in its 
horns. 

Acknawledgments 
Because our racord over the periud of the past three 

years is the product of the efforts o1 so many, it has 
been my custom to express app~ciation to those who 
have made a contribution to thr, purposes and goals 
of our Company. Accordingly, we take public ::ogni
zahce of and thank: 

• GAF's Board of Directors for their steadfast sup
part and counsel and for their policy dedsions which 
have contributed to steering a proper course for the 
Corporation and providing a framework for manage
ment. 

• Thosr. fellow ~mployees who have manifested 
abilities, efforts, and a degrae of intensity far beyond 
the ordinary in carrying out GAF's policies and the 
pursuit of our common objec:tives. 

• Our customer~. whose business we depend upon, 
whosP.!nngstanding loyalty we appredute, and fo,· 
wl •om we at GAF cons!Jntly strive to re ·.iprocate in 
our dedication to providing products of the highest 
quality at. the most competitive prices. 

"Our outside professionals, in legal, financial, 
accounting, consulting, and other rel .. ted (Capacities 
w h(J by alacrity of response, commitment to our prin· 
ciples a!l.d viewpoint. and cooperative endeavor have 
made important contributions in areas crl tic:al to the 
well-being of our Corporation. 

It has a! ways boon my view that one of the most 
telling Si!!ns of the health, vigor, ancl vitality of ll busi
ness enterprise is not only the quality and enthusi
asm of its existing employees and management's 
ability to molivate.lead, and develop them but so 
also the degree tG which it is able to recruit outstand
ing executives to the Corporation from the outside. 
And so I take particular satisfactian, among our 
accGmp!ishments in 1986, in recounlir.~ the fact that 
we attracted to CAF this past year literally hundreds 

• 
of outstanding e:-cec:utives and employees. Deserving 
of particular mention is Heinn F. Tomfohrda, III, our 
new President of GAF Chemicals Corporation and 
Exacutive Vic:e President of the Corporation, Irving 
Kagan, GAF's General Counsel, and Frank Sheeder, 
Jr., the new helld of nur International Chemicals 
business. 

In a similar vein, I am pieased that these pages 
afford me the opportunity to take note of the election 
of Carl Eckardt to GAF's Board of Directors. Carl has 
served GAF with great distinction in a number of 
positions of increasing responsibility aver the period 
of the past ten years, including as President of GAF 
Chemkals Corporation where Carl guided the 
Company's business to a record sixteen consecutive 
quarterly inc:reases in operating profits.ln his new 
position as Executive Vice President, Corporate 
Development, Carl will coordinate our acquisition 
ac:t!vities which have now taken on an increasingly 
important role at the Corporation. 

Last. but not least, I am delighted that this Annual 
Report affords me the opportunity to affirm onc:e
again the crucial role that you our shareholders and 
owners play in our corporate and management pro
cess.ln this regard, you should know that the deliber
ations of GAF's Board of Direc:tors are constantly 
buoyed by your often expressed regard far our Com
pany, its principles, and its record. So also manage· 
ment, as your fellow shareho \del's and managers of 
GAF's affairs, are renewed by your enc:ouragament 
(\lld support in our dad ication, deto;,rmination. and 
Cl)mmitmen!to advanc:e the interests of the Company 
and its shareholders. lt is therefore again with pride 
that I recount the fact that we have managed, from the 
start of 1986 to the date of this writing, to increase 
shareholder values by more than $500 million which, 
when added to a comparable record of ac:hievement 
in ourfirst two years in office, brings to $1.4 billion 
the increase in shamholder wealth arising from the 
efforts of managemel'.! and your Board of Directo;rs 
over the past three years. 

We look forward to reporting to you in the coming 
ye11r continued favor!l.b!e developments. 

Sincerely, 

~~4-
Samuel J. Heyman 
Chairman of the Board 
and Chief Executive Officer 

March 17,1987 
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Chemicals 

aF's worldwide specialty chemicals busioess registered in 1986 its 
fourth consecutive year of record profits. GAF Chemicals' income reached 
$107.8 mlilion, compared with $92.6 million the year before, while sales 
increased to $377.5 million from $364.4 million in 1985. This record-breaking 
profit performance reflectad increased unit sales in most product lilies, an 
improv;:~d product mix, lower raw material costs, and contiuued manufactur
ing efficiencies. Lower prices for some of GAF's products were more than off
set by increased unit sales. 

GAF Chemicals produces two major groups of spacialty chemicals
acatylenic derivatives and surfactants-nt seven domestic and international 
facilities for markets in 71 countries. A third product line, mineral roofing 
granules, is manufactm~d at four domestic plants and n.arketed to asphalt 
roofing manufacturers, ittcluding GAF Building Mate~ials. A fourth business, 
engineering plastics products, was sold during the yeru· to Celanese 
Corporation. 

GAF continued :a pursue ir "lEI86 a strategy highlighted l;y both heavy capi· 
tal investment and an intensive program designed to further upgrade the 
Company's product mix by undehcOring the importance of suparior perform
ance, high value-added specialty cl!.~micals. W1th regard to its ~~spital pro
gram, the Compa•,y committed substantial financial resources tu the 
modernization oi J!S plants and equiprnflnt, installing not only n;;w cost-effi
cient processes but expanding productivli capacity. By the end of 1987, GAF 
Chemicals will have completed a four-year .::apital plan invoi ving an invest
ment of more than $100 million. in connection with GAF's product mix 
strategy, the Company intensified its effort thit. past year to deveiop and com· 
merdalize new and improved products and prot."€Sses as well as new applica · 
lions for exi~ting, high va:ue-added produt.:ls, all with a view toward serving 
customers iv specialty markets requiring high perfo~mance and 
technical sF.rvice. 

Acetylenic Derivatives 

GAF C~.emicals' more than 70 different acetylenic deriv&!ives registered In 
1986 sigu ificant sales growth. as this product line continued to he a substan
liiil cant ributor to operating profits. GAF 's acetylenic chemicals business, in 
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which the Company shares worldwide leadership with one principal compet
itor, is a business with unusually heavy technical service and research. and 
development components. GAF employs a proprietary technology to produce 
its versatile line of intermediate3, sol vents, and specialty chemicals for liter
ally hundreds of products in such end-user raarkets as pharmaceutir.als, cos-
metics, beverages, and en,sineering plastics. The Company's strengths In 
acetylenic derivatives inc! ude its technology, diversity of manufacturing fad 1-

, ilies and raw material sources, broad product lines, extensive research, 
Htl, 
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marketing expertise, and a dedication to quality. 
Sales of butaned!ol. GAF's basic acetylenic derivative product, to the engi

neering pl~tics industry increw:ed significantly. Butanediol iss key raw 
matllrial used in the manufacture of polybutylene terephthalate (PBT) ther
moplastics, plastic resins which have found increasing application ln the 
automotive, electronics, and appliance industries. GAF strengthened its posi
tion in 1986 as a leading producer of butanediol by securing a long-term con
tract to supply Celanese Corporation with a substantial portion of its 
worldwide requirement~ for butanediolin connection with the latter's manu
facture of engineering pla~tics and fibers. 

GAF 's hirJ•·performance solvents, N-meth yl pyrrolidone (NMP), gamma 
butyrolactone (BLO), and tetrahydrofuran (THF), registered another solid 
sales performance. These products are used in lube oil extraction. wire 
enamel prod ur:tion, plastic pipe cements, agricultural chemicals. and a broad 
range of cleaning agents. The Company anticipates substantial sales growth 
for NMP as custo merR become more acutely aware of the cost, safety, and en vi
ronmental advantage~ nf this safe GAF solvent as a replacem1mt for methylene 
chloride in paints, paint thinners, metal and electronic cleaners, and other 
industrial and consumer cleaning applicatio!ls. NMP and BLO continued to 
experienc!l In 1986 increased sales to the agricultural chemicals industry for 
use in herbicides, pesticides, insect.ci 'les, and fungicides. 

Sales of fixative polymers to the :1:ai1 care Industry increased substantially. 
GAITs Gafquat® p<1lymer is a leading ingredient !n styling products su~.:h as 
hair mousse, a relatively new consumer product that has experienced axplo
sivP. growth in recent yE:ars, with annual retail sales excceding$200 million. 
Other important products designed for the hair care industry, an important 

G-1 EPA0021 031 



market for GAF, include Gantrez® and Gaffix® resins, key ingredients in .hair 
sprays and other personal care formulations. 

Demand increased for Polyplasdone® disintegrants and Plasdone* exci
pient!>, lngre clients of choice for tablet binding and disinhlgration and 
controlled release and transdermal drug delivery, all in oonnection with 
over-the-counter health care products and pharlTlficeuUcals. Another key GAF 
product, Polyclar® stabilizer, used to ensure color quality and to extend the 
shelf life of beer, wine, fruit juice, and a variety of foods, also experienced a 

, year of solid sales. 
New product applications contributed to Increased demand for Gantrez® 

resin, long used among other app I !cations in denial adhesives. Gantrez S-97, 
a new application for use as an acilve ingredient in tartar-control toothpaste, 
was intrcduced on the worldwide market in 1986 and promises to be a sub
sta\ltial contributor to Gantrez' sales and profits. 

GAF continued in 1986 to solidify its raw materials position by securing 
long·terfl·, agreements for the supply by Union Carbide Corporation of acety
lene to the Company's chemicals facilities at Texas City and Seadrift, Texas. 
These agreements enhance the Company's future in acety lenic chemicals by (;,w surfa~:r .. uts an• uhml 
ensuring GAF's role for many years to coma as a reliable, low-cost supplier of in 111 ,wsp 11 pc•r n••::-·1:1in11 
quality product.<>. lin·~~ n1.icmt und c:w;t. 

Surfactants c•JI'ciGli\·u uju.mt>c•n. 

GAF supplies more than a dozen major industries with one of the broadest 
lines of surfactants (surface active agents) for use as key ingredients in lital'
ally hundreds of products. The Company's surfactant pro-ducts include the 
Igepa!® and Pegol® series of nonionics and the Alipal11-, Gafac®, and Igepon® 
anionics, product families which are both important in the manufacture of 
cosmetics, plastics, paper, textiles, and industrial and household cleaners. 
GAF is currently expanding its surfactants business by accelerating both its 
marketing and research and development effmts, with particular emphasis on 
higher value-added specialty product~. 

The Company acquired in 1986 the surfaclants aud phosphate esters 
businesses of Borg· Warner Corporation, ind uding a related manufacturing 
facility in South Carolina. GAF acquire-:! in the transaction not on.ly important 
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new technology but increased manufacturing capacity to meet the expanding 
needs of its worldwide surfactant customers, strengthening at the same time 
GAF's position in the growing southenstern U.S. market. The new technology 
provides GAF with new surfactants products, inc! uding: the Pegol ~series of 
block polymers used as defoaming, wetting, and emulsifying agents in a mul· 
t!tude of applications: tributoxyethyl phosphate (TBEP) used as a leveling 
agent in household products such as floor wax: and the Pegafac® and Enerade® 
produc:ts lJSed in the on servic:e !nd us try for enhanced oil recovery. GAF 
iH already in the process of expanding production capacity at the South 
Carolina plant. 
Mineral Granules 

The third major segment of GAF Chemicals, the manufacture and sale of 
roofing granule.~. registered in 1986 a sign if! cant sales Increase. These pebblo
llke granules are designed not only to improve the uesthetic and heat deflec
tion properties of roofing products but to increase the weigh I of roofing 
shingles sa as to arJ hence thai r weather resistance. GAF also sells granules for 
use in the construe. lion of synthetic clay tennis court surfaces. GAF's wanulas 
products are man~fEictured from selected basalt rock and are q uarriod, 
crushed, coated, and heat· processed into a semi-ceramic product in more 
than 20 colors. 

GAF's granules business continues to benefit from two important roofh1g 
industry trends. First, roofing manufacturers are still in the process of con· 
vertlng their shingl s production from organic to glass fibet• substrate, fiber· 
g:ass-based produ['.(S requiring 10% more granules. Seconrl, substantially 
increased induPtry-wide production of leminn ted shingles. sud) as GAF's 
Timberline® and GAF Wood Line,. premium shingles, has also resulted in 
iJlCrensed demand for granules in viPw of the fact that laminated shingles 
require 2:t% more granules thnn lowet~cost, r::ornmodlty roofing products. 
lnlem.ttional Chemicals Business 

GAF's lf11'3rnational Chemicals business is' ndu .. ted by 18 subsidiaries 
and brant:hes tlwoughout the world. Short!· .1ter r.ew management esr.umed 
offit:e in December 1983, GAF determiner .o sub11tanti~lly increa~e i Is CC'm· 
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mitment to expand its presence in the international arena, and the perform· 
a nee of GAF's International Chemicals business in 1986 benefited in uo small 
way fl'Om that strategic decision. Furthermore, the Company continued to 
pursue a strategy desigm;d to increase sales in those countries where GAF 
chemicals products are already marketed, while also Rs.!!ressively entering 
newer markets for GAl>~ including East em Europe, China, Korea, and North 
Afrir.a. Major product lines sold internationally include intermediates such as 
butanediol, acetylenlc specialties, surfactants, and bag filter and pressure ves
sel system~. 

GAF's joint venture in West Germany, GAF /Hills Chemie GmbH, rnanufac· 
tures butancdiol and tetrahydrofuran (THF), a chemical intermediate and sol
vent, reapectively, These product~ are marY.eted lh!'Oup;hout Europe by both 
the GAF lnternath:mal and GAFIHO.ls sales forces. The joint venture's produc· 
lion capacity for butanediol was increased by 100% this past year. thllreby 
enabling GAF to Improve its market penetration not only in Europe but in 
many other markets around the world as demand for this prmluct, 11 critical 
raw mat erial for use in engi nee ring pI as tics, f i bars, and rna n.v o tl 1er m;m-rna de 
products, continued to increase. 

International operations are divided into thre~ regions: l!:urope, Western 
Hemisphere, and Asia-Pacific The largest of these is the European region, 
which in addition to all European markets has responsibility for the Mi<ldle 
E~st, Africa, and the Indian subcontinent. Unit sale.~ in Europe continued to 
Increase in 1986, as Plasdane and Polyplasdone in th1~ pharmaceutical market 
and Gantrez and Gafquat in the hair care market genented strong demao:.d. 

Dasp ite high inflation rates and currency devaluations currently being 
experienced in many Western Hemisphere countries, GAF's sales in this 
region registered a solid increase. The Comp1my operate.> through subsi· 
diaries in Canada, Brazil, Puerto Rico, and Mexico and through distributors in 
other Latin A. merican nations. Substantial increases in GAF's revenues 
r~ulted from the growin!l demand for GAF polymers and resins throughout 
the Company's markets in the Western Hemisphere. 

'l'he Asia·Pacif ic region was reorgani:t.ed in 1986 as the Company combined 
in Singapore its Australasian and North P&oific units to better serve expand· 
ing IM.rkets in japan, Hong Kong. China, Korea, and Taiwan. The reorganiza· 
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tion of t.his region is designed to improve customer service and operating 
efficie·ncies. Sizable sales increases were recorded in 1986 in Australasia, 
fa pan, and other rna rkets in that region, Particularly strong sales were 
recorded for GAF products used in engineering plastics, hair carR products, 
denJ.a! adhesives, toothpaste, and beverages. GAF is also a leading supplier of 
M-Pyrol 1111 , the NMP solvent, throughout the Asia-Pacific region, a product 
usrJd extensively in that area of the world for semiconductor microchip pro
duction. 

GAF has been for some time an internationRi market leader in bag filtration 
and is steadily increasing its penetration in the pressure vessel market as 
well. These products are manufactured in Belgium, Germany, Brazil, and 
Canada for nse in the filtration of process liquids in the chemicr.ls, pharma
ceuticals, paint, food, end beverage industries. The Company's bag fi Iter and 
pressure vessel business registered this past year significantly increased sales. 

Research and Development 
GAF Chemicals continued to expand its commitment to its research and 

development activity in connection with new products, new processes, and 
new applications and enhancements for existing product lines. This research 
and development program, which has each year since H183 grown su bstan
tially, led this past year to several important new pro':luct introductions as 
well as innovative applications for existing products, inc! udi ng the develop
ment of Gantrez S-97 for use in tartar-control toothpaste, a promising new 
product area. The Company is already supplying Gantrez S-97 to one of the 
world's leading toothpaste manufacturers and expects that other producers 
will begin to use the GAF product as well. 

Two important new product develc.pments this past yea:· \'.rhich are 
expected to be ready for introduction to the market in 1987 ar<.•: 

• Surfadone'" surfactants, GAF's new family of chemicals combining the 
Company's expertlsf! in surface chemistry with its proprietary acetylenk 
technology. Thll Company intends to market Surfadone products a~ multi· 
functional cosmetic additives, designed to increase, for example, the hair's 
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manageability, luster, shine, and body when used as ingredients in shampoos, 
hair sprays, rinses, and mousses, Significant additional uses for the Sur!a
done family of surfactants are expected to include a number of industrial 
applicatiollB, such as the extraction and purification of products in tht> 
biopharmaceutical indus try. 

• A new di vinylether product, triethylene glycol di vlnylether, for usa in 
radiation c'lring. This exciting new product, when added to the Company's 
already successful vinyl pyrrolidone line, will enable GAF to expand its pres
ence in the radiation curing market. The product improves the ~Jr:lcP.s~ for 
rapid curing of coatings for woad, metal, paper, and plastics by t.Se of lltra
violet light or electron beams as energy to convert a liquid coating ir..tu a 
bonded solid. GAF anticipates rapid growth for this product line, which offers 
increased adhesion, reduced energy use, and environmental ad var.tages aver 
alternative formulations. 

Building Materials 

GAF Building Materials continued in 1986 to improve its financial 
performance, with income i n<Teasing by 49% to $30 m i Ilion from $20.1 
million the previous year, while sales were $3 72.1 mi Ilion compared with 
$363.9 mi Ilion in 1985. These gains, in the face of severe industry-wide 
competitive conditions. reflet:ted Building Materials' improved product mix, 
manufacturing efficiencies, cast red uclion programs, and the Company's 
increased market share resulting in part from new product l ntroductions. 
GAF maintained this past year its preeminent posit ion as the nation's leading 
manufacturer of residential roofing products, while increasing its market 
position in the commercial roofing area. 

Buildin;~ Materials' successful strategy over the past three years has b8en 
bast~d in port on un intensive murketing program designed to Improve product 
mix throllgh increased emphasis an its existing and new promium products. 
Although the roofit•g mill'lri~J~ industry hds traditionally been rega1·ded as 
having a commodity orientation, GAF recognized several years ago that there 
t.xists substantial homeowner demand for premium roofing products 
designed to up)l;rade the appearance and value of the home. 

The other element of Building Materials' successful litrategy has been Ia 
red ucP both manufacturing and operating costs through 11 program which 
includes substuntial capital invcslmflnl, technological improvement. and 
energy conservatiOll. As part of l hat program, GAF lluil ding Materia Is has 
buc:ome the industry's most full~· integrated manufBclurer of asphalt roofing 
products. Having acquired Reich hold Chemicals' glass fiber husine8s in 198[;, 
GAF now h11s its own captive supply of glass mat, roofing granule~. tmd glass 
fiber, thereby enab!l,.g the Company to maintain its position as a low-east 
producer in the indus try while assuring for its customers a reliablr. sup ply of 
qua:ity products. 

Build lng Mall'.r.ia.ls lzu:am.o 
ISioMilllon.o) 

$ l! 
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GAF Building Mllterials operateB ten l'oofing manufacturing facilities at 
strategic:al!y loc:ated sites across the lhtited States. As part of the Company's 
aggressive capital investment projrram, major capital projects intended to 
achieve either substantial msP>.:facturing cost reductions or increases in 
production ~:apacity were ('::.ommenced or camp leted in 1986 at Mobile, 
Alabama, Fontana, Califomia, Mt. Vo:w -1n, Indiana, Baltimore, Maryland and 
Dallas, Texas. Several of the .:!'ri!<ti prujects involving capacity expansions 
are designed to accommodate produdion or the Company's exciting new GAF 
Wood Line'" shingle, a middle-market laminated product. 

One of GAF's distinct competitive advantages is its outstanding sales and 
technical staff, covering all major geogt".;phic regions of the United States. The 
Cnmpany's more than 100 marketing and service technicians have eamed for 
GAF an outstanding reputation for customer se1·vice, a fact to which Building 
Home Supply Centers magazine gave remgnition in 1986 when it named GAF 
"the easiest manufacturer-supplier to work with." 

Residential Roofing 

GAF continued this past year to register increased sales of residential 
roofing products, aided in part by strong re-roofing demand and the healthy 
pace of new home construction, both of which were fueled by the prevailing 
low level of interest rates. GAF's residential roofing products Berve a broad 
spectrum of custome: needs and preferences-from GAF's standard Sentinel® 
asphalt shingle to its premium products, Timberline® and GAF Wood Line. 

GAF's standard three-tab shingle, Sentinel, is the Company's residential 
roofing volume leader and has for years been a market staple for both new 
housing and re-roofing nreds. Royal Sovereign® shingles, serving the "middle 
market" requirement.<: or homeowners seeking a trade-up product, feature a 
25-year limited warranty and are available in a wide range of colors. Royal 
Sovereign, having been introduced to the market in 1985, registered 
exceptional sales growth in 1988 and now commands a substantial share of 
the market in which it competes. 

Another year of record sales for Timberline, GAF's premium roofing 
product, contributed significantly to the Company's outstanding 
performance. Timberline is a three-dimensional, heuvy-weight, laminated 
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shingle offering the appearance of il w!K>rl shake, a class A fire rating, a11d 
30-year limited warranty. New 'Timber! ine colors and designs were featured 
this past year in an extensive tl·a de and consumer advertising and 
promotional program, which rei.'lforced Timherline's widely recognized 
position as the industry's "top of the market" product. 

New Residential Roofing Products 

One of GAF's most promising new r(lofing product introductions in recent 
years is GAF Wood Line, a mid-weir,:ht laminated shingle brought to market in 
late 1986. GAF Wood Line is designed to capture an increased share of the 
architectural, laminated roofing market, with particular emphasis on new 
home construction. Pmduction has bP.gun at GAF's Mobile, Alabama, manu· 
facturing facility, end the product has met with such enthusiastic customer 
response that plans are already bp,ing made to commence GAF Wood Line 
production at its Dallas, Texas, FCintana, California, and Baltimol'tl, Mar:,• land 
facilities later this year. 

Two other important new products wera introduced in early 1987: 

• Timbertex Hip and Ridge'", an accessory product for the Company's 
asphalt shingle line, which is aimed at enhancing the design features of a 
holl"e's roo! line. GAF's proprietary manufacturing process has enabled 
the Company to manufacture a procl.uct four times thicker than conventional 
hip and ridge coverings, thereby adding depth and richness to a roof's appear
ance and facilitating installation by eliminating a labor-intensive, triple-layer 
application at the ridge. 

• Weatherw<~tch", a modified asphalt product reinfm"Ced with fiberglass 
and designed to provide an ice anrl wllter barrier. The product has a sturdy 
self-adhesive backing and a slip-resistant surface to assist the contractor In 
connection with both roof installation and repair. It is expected that demand 
for Weatherwatch will be particularly strong ln northern regions where cli
mate causes ice build-up. thereby exposing homes to water damage. 

" I' 
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Product Enhancements 
GAP Building Materials maintains an active program designed to continu

ally enhance and improve its existing products, and the program in 1986 
yielded twa significant product enhancameilts' 

• GAF's New Enhanced Timberline, a thicker verBian of this already indus
try-leading laminated shingle product. The enhanced Timberline affafs addi
tional thickness as we!! as design features to highlight and expose not only 
the texture but also the wood shake appearance of this premium shingle. 

• GafGrip'", an improved self-sealing adhesive backing which will be incor
porated nationwide in 1987 into the manufacture of all GAF aspnalt shingle 
products. GafGrip affurds a faster and stronger band between shingle and 
roof, thereby facilitating instatlatior and increasing the shingle's weather 
resistance. This significant product Improvement affurds GAF's fiberglass
bc.sed asphalt roofing shingles with a turther i:ldvantage over traditional 
organic roofing products. 

Commercial Roofing 

GAF is .:J..leading producer of commercial roofing materials. manufacturing 
and marketing total roofing systems designed to meet the needs of the roofing 
contractor from the roof's deck to its cover, The Company's emphasis on its 
complete commercial roofing system enabled GAF this paJt year to increase 
its already substantial share of the commercial roofing market. 

GAF offers both built-up and single-ply roofing systems to the commercial 
market, employing a combination of new and proven roofing materials for 
both re-roofing and new construr;tion needs. Built-up roofing systems start 
with Gaftemp® insulation boards and Gaftitei!!> fasteners. A base sheet, typi
cally #75 C.afglasl'l> B!!se Sheet or Gafglas~~> Strata vent, is then applied as the 
next step ln the roofing system. GafglastJ Ply #4 and companion built-up roof
in.g asphalt products are then installed in layers to form the most important 
membrane of the built-up roof. Filv:tlly, GafgJa,;® Cap Sheet is offered as an 
additional layer to provide a factory-fioishad mineral surface in those regions 
where climate is conducive to the use of this efficient installat:on process. 

m 
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Since its introduction in the e.1rly 1980s, more than eight million rolls of 
Gafglas Ply #4 have been installed without a single product-related failure. 
This outstanding record of in.-plat~e performance, which GAF believes is 
unique in the entit·e commercial r~1ofing industry. together with the product's 
superior handling characteristics, enabled GA ~- in 1986 to substantially 
increase its share of the commerclnl roofing market. 

GAF's most important new product introduction for the commercial roof
ing market this past year was Rube1·oid® MB, a sturdy, resilient modified bitu
men roofing membrane. This s!ngle-p ly product Is designed to satisfy the 
requirements of a growing segment •'lf the commercial roofing market where 
there is a particular need, especially with regard to office buildings and shop
ping centers, for a product which en be shipped in rolls and applied with 
ease. The cost and performance advl~ntages o~ Ruberoid MB, which include 
superior weather resistance and flexibility, resulted in exceptionally strong 
sales in the product's first year of introduction, and Ruberold MB is expected 
to quickly capture a significant shac11 af the &ingle-ply market. Finally, the 
product's success has contributed to increasP.d sales for # 75 Gafglas Base 
Sheet, an essential companion jlrod"L!Ct for use in all built-up and single-ply 
roofing systems. 

Contributing to GAF's success in tb.e commArcial roofing mark~tt in 1986 
was its decision to increase its produ.ct warranty protection by extending 
wide-ranging and competitive coverage for up to 20 years to all of the Compa
ny's commercial roofing products. 

GAF Sroadcastlq 

WNCN (104.3-FM) New York, GAF Broadcasting'& classical radio station, 
registered another·outstanding finandal performan~e in 1986 while maintain
ing its tradition of programming quality and excellence. Operating income 
rase by 18% to $1.3 million on a 14% increase in sales, as the station 'H success 
in attracting an audience comprised primarily of educated and affluent listen
ers in the 25·to-54 age group conlir. ued to generate increased advertisin!! husi
ness from restaurants, boutiques, mass merchandisers, and financial service 
ol'gan izations. 

One of WNCN's strategies continuec to be the introduction of classical 
music to a new and younger listening audience, while at the same time serv
ing the station's traditional listenership. Highlighte~ this past yea.- by its 10th 
anniversary theme, ''New York's Younger Clas.~ical Mu.~ic S!Hiian,'' WNCN's 
programmh1g format focuses on classic~.! music and special features, such as 
tl1e "Hamptons Report" on the popular New York resort in the ~ummer 
mc.nths, newB coverage of ski conditions in the New England area during the 
wintertime, and "Stenduhl on Witte and Food" throughout the year. 

GAF is proud of WNCN's weJ!.deserved reputation as one of Naw York's 
most important cultural assets, lor which !he station has won wide public rec
ognition as evidenced by awards in recent years from a number of prestigious 
industry groups, including broadcasting's highest honor, the Peabody Award. 
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Moreover, David Dubal, WNCN's Music Director, received in 198.~ the first 
Df:erns Thy lor Broadcast Award from the American Society of Composars, 
Authors. and Publishers (ASCAP] for his rl'rection of the s~ation's computer
i~ed musk library, and another Deems Thy lor Award was givr,n to Keynote, 
WNCN's monthly maga;~;ine and program guide. 

Other major highlights of the yaar induded: 

• WNCN, in an effort to achieve additional market penetralkn in the all
important moming t!mu segment, augmented its Morning Show with special 
appew:ances by celebrity guest announcers, including Beverly Sills, Marilyn 
Horne, and Kiri Th Kanawa. 

• WNCN celebrated its 10th anniversary with a live broadcast of a Town Hall 
performance by the Cleveland Quartet, violins! Elmar Oliviera, pianist Ruth 
Laredo, flutist Ransom Wilson, and the chorus of Musica Sacra. 

• WNCN providt~d live coverage oft he reopening of one of the nation's great
est c.cllturallandmarks, Carnegie Hall. 

• WNCN maintained its support for New York area cultural organi;~;~~tions, 
etaging on-the-air l:.eneflt e1•ents for both Carnegie Hall and the New York City 
opera. 

• WNCN continued to both originate weekly live concerts from its own 
performance studio and broadcast recorded cuncerts (including progra1ns 
by the Chicago Symphony and AT& T-sponsored musical events from 
Carnegie Hall) and performances from the Waterloo Festival in New Jersey, 
the Caramoor Festival in New York's Westchester County, and the 92nd Street 
"Y" in Manhattan. 

• WNCN expanded its financial news coverage by adding a daily stock 
market report and commentary. 

• WNCN continued as the flagship station of the Concert Music N elwork in 
its role acl the sole New York statior. to be represented by Concert Music 
Broadcast Sales, the nation's only all-classical sales representt.tive. 
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Ill 
ManqemeJtt's Dlst.'usslon and Analysis of 
FIIIIUICial ComiiUoll and Results of Operations 

GAFCORPORATION 

Fin and;1l Cu rul il iun 
Record e nrn ings and sign if I cant incl'tlases in Cllsh flaw 

from operations substantially imprnved the Company's 
financial condition during19BB and 1985. The Company's 
cash fl DW from a parati ons rna re than tri pled in ISEIB to 
$313 millior. after a $20 mtllion {25%) lncreasa ta 1985. 
Total working capital increased $315.1 million (178%) to 
$492.2 million after 9 $36.4 mi Ilion (26%) jump in 1985, 
while total assets tncreesed $467.9 million (53%) in 1986to 
$1.347 billion. Shareholders' equity bas nearly tripled in 
the last two years, from $214 million at December 31,1984 
to $298.2 million In 1985 and $601.5 million as of Decem
ber 31. 1986. 

This improvement in financial condition reflact~ record 
high earnings by the Company's Che1nicals business, a 
1 urnarnund oy the B u i !eli n B Materia! s bus I ness, and an 
increase in in coma on investments from $4.2 million in 
1984 to $22.4 mi Ilion m1d $77.9 mlllion in 1985 and 19 :m. 
respacli valy. In addition, the Company in 1988 reali7.e~ 
r xtra 'lfd in ary gains of $2 01.4 m ii ll on. after taxes and 
expenses. on Its investment in Union Carhide C.orpuration 
(see Note 2 to Consolidated Financial Sl(<lemr.ntsl. 

Of tho total assets of $1.3 bi Ilion &I D~cemhr.r 31, HIBB, 
$864.8 million consists of cash, short-term investmPnls 
and marketable ~ecurities P.s compared with $419.4 mill ion 
and $1i!l.6 mi Ilion at December 31, 198r. and 1984, resper.-
t ively. A substantial pol' lion of th !; increase in c:.ash and 
investments was generatad from cash flow f1·om opera. 
lions. The Company's total debt was $483.2 million at 
Der.amber 31. 1986, r.ompared with $374.4 m i J lion ami 
$119.3 m llllon at the end of 19(15 and 1984, respucti vel y. 
Total cush and invP,.:;tmonts at December 31, 1QB6 were 
$24.36 per share. while deht was $13.61 j.Jer sllart. Dd::: ~~ 
a perc:ent of d BOI plus equity was 29.4%, 55. 7%. and 44.5% 
as of December 31, 1984, 191!5 ~nd 1986, respecLiv~ly. 

Jr. November 1986, tho Company is!ued $155 million of 
1LP/u'K> snnior subordlnatud Ltate~ d 11e 1994 and $105 mi 1-
ll.,n of 10'1.% senior suborn inated drbentures due 2001. 
Tho.· notes are redeemable after October 31. 1991, and the 
t'iebe1~l LLres aftP.r October 31, 1995, Annual sinking ftmd 
pcyme·~ts of 1il. 75% of the pl'i ndpal am!ll'.nt of the deben-

lures originally issued, commencing November 1. 1997, are 
calculated to retire 75% of their principal amount priar to 
maturity. These securltles will be subordinated to all exist· 
ing and future senior indebtedness of the Company. Net 
proceeds were approximately $24~U million, after 
expenses and discounts. 

In October 1986, the Company placed a $311.1 million 
mortgage on the Company's headquarters properly. The 
mortgage is due on Octobar 8, 1996. and interest on the 
funds Is at a rate based on the London lnterbo.nk Offer 
Rate. The funds were utilized mainJy for repayrne11t of 
debt. An $8.7 m I Ill on capital lease obl!gation for the head
quarters property due In August 1.997 was paid as of Sep
tember 30, 1986. 

On juna30, 1986,the Company entered Into a$100 mil· 
!ion three-year revolving credit fec:ility with a consortium 
uf ten banks. repl'lcing the Company's previous $?5 mil· 
lion ravolvtng Lradil agreement. which had baen lnLTeased 
from $50 million in May 1986. Interest on horrowings is, at 
the option of the C".om pany, at the prime rete, a rate basoo 
on the London lnterbank Offer Hale, or a rate bssed on the 
Cartificata of Depo£il Rate. The agreemotJ.t inr.l udes certain 
restrictions ou dividends and provisions fort he malnte
nanC<~ of minimum working capital. net worth and limita
!kms on debt which provide greater flexibility than the 
restrictions contained in the prior agreement. There were 
no bormwings outstanding under this agreement at Dec am
ber 31, 1986. 

Total working G!!pltal increased in 1986 to $4Y2.2 mil-
l ion. The working G!!pital ratio Improved irollll 1.70·.1 at 
Deoamber 31, 1985. to 3.95:1, Shm 1-lerm d~:ht fell in 1!<8B 
fram $115.4 mi llinn to $2 ,II mil lion. C"..ash flow from other 
"'~"~ '"" r~.,itA I i I ems in Hlll!i totaled $42.6 mill ion. 
Reflecting tight <..ontrols. lata l inventories were reduGad by 
$7.8 million (8%] lll 1986 to $8o.2 m iII ion .Increases in 
payables and accruals contributed $41.7 million to cash 
flow. Accrued liabilities increased $20.4 million (35%] to 
$79.3 mill ion, reflecting increases In various r.c 11pany 
reserves. Other liabilities Increased $11! million {22%] Ia 
$98.5 million, raflecling accrued expenses relating to the 
Company's investment in Union Carbide. 

The Company'~ r.apital expenditures have increased to 
$33.9 million and $47.2 million in 1986 and 1>185, respec
t i vely, as compared with $17.9 million in 1984. Capital 
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II 
Manqeme~ Discussion and Analysis of 
·FluiJt:lal Ccndftlonand Results of Operations roon!lnuedJ 

expenditures in 1987 are expected to exceed $50 million, 
The Increased capital outlays were part of the $118 million 
cnp!tal expansion program announ~~d ill late 1984 to sub
stattlla 11 y Increase production cu pac!ly ut sever~ 1 of the 
Company's domestic and fcwign c,p~ralions. In addition, 
the Company camp leted in l986a major capacity expan
sion at it~ joint-venture manufacturi!l!! facl!ity in We~t Ger
many. whkh doubled the capadty of tl1at plat\\, 
H.~t.ollli, u\ ( )jWI'~II iiiiHo 

1 !IIIIi \',·r·~u· 1mn 
GAF in 1986 recorded the highest earnin!ls in its history, 

both in terms of net income and income before extraordi· 
nary r.redi Is. The $80.7 million income before extraordi· 
nary r.ret!its represented a 49% !ncreusa over tha previou~ 
hi~h t>f $54.3 million set in1~85. lnGCme from lhB Chemi· 
C'l!o bus i ness and GAF B roadr.a.~ ti ng rear.h e d record I eve! s, 
while thP. Building Materials buslneM recorded its best 
year 8ince 1978, 

Nat i'"lcame lor 1986 of $293,2 mill inn induded $201.4 
million ($5 .55 per share) in extraordinary c:l'i!d It~. after 
lax~~ and expansas. resulting from Union Carbide's jan a
., r y 198 5 exchange offer, from Carbide's s peclal third q Llat
ter !llvldand, and from the s~l~ of Carhide shares in 
Nollflmber jsee Nnte 2 to Consclidated Flnancial State
ment~). In ndditicm, there wer11 $11.1 mi Ilion in e:draordl· 
nary tax credits from the utiiJ1.atian of domestic and 
foreign op>~rating loss carrylat·.vards ct:~mp;ued with the 
!)rc~ious year's $23.3 million. 

Crll\solidated 811les in 1985 of $753.8 mill ion were J% 
higher than 1985 sa los ,,f $732 million, reflecting incro.lsed 
u nil s.das for most of the Company's prod u~i lines. which 
more than offset the nella live p,ffects of lower dornP.stic sell· 
i ng pric:~s. primarily in residentia I roofing, For the three· 
y~.nr period ending i 11 1986, saleos increased 7 .6%. However, 
after adju !ling mmsal idated ~al!lll for the sale or disc:ontin
u.mue of certain prod uctlines. sel11s growth was 23.4%. 

Con sol idatod operating income for 1986 ol' $'!13.fl mil· 
I ion i11crP.ast1d 2!1% from last year's $87.9 mili ion. Gross 
prolil mnr1dn, wh it:h was 2!1.8% in 1985, improved to 
34.2% in 1981l. 

Cht'mical.~ reported record profits of $107.8 million In 
1986, a 15% increase over the previous high of $92,6 mil
lion for the year 1985, Chemicals sales grew to $::177.5 mil
lion from $364.4 million. This record-breaking 
performs nee resu I ted from several fa~to rs: a mar ked 
improvement in unit sales in most product lines resulting 
I ram strong domestic and international demand: a favor
able product mix: lower raw material prices; continued 
cost improvements primarily due to manufacturing effi· 
ci enci es: and the Improved prof! ta bill ty from in lerna tiona l 
o para lions reflect! ng In creased m s.rket penP.l ration and I he 
continued decline of the U.S. dollar. These factors more 
I han offset I ho effect of lower sell i n11 prices in a year 
when pricing in some produt:t !lnes was softer than the 
corresponding decreases in raw material prices. 

The Chemi~a!s business continu~d to show returns nn 
sales and ideu tifi able assets that are among the highest in 
the specialty d·.emicals indus try. The return on sale.s, 
which was 25._.% in 1985, jumped to 28.6% in 198B. The 
operatins:~ return on assets increased sli:::ht ly in 1985 to 
42.8% from last :•ear's 42.5%, while total Chemicals 
identifiable asset.s increased by 16% to $251.8 million, 

The Companv's Building Materials bu8iness posted 11 
49% Improvement m profits in 1986 to $30 mill ion from 
last year's $20.1 mi lllan. its third consec:uti ve year of sub. 
Blanlial earr. ings growth. Sales in 198fl were $372.1 mil
lion, up from $363.9 million in 1985, us an increa~e in 
residential and commercial roofing unit sales wa~ partially 
offset by the ccnti nued Bros ion af selling prices. Th~ 
improved profit performqnct~ resulted from c:tmlinued cruil 
c:untool progrnms, manufnc:turing afficienc:IM, lower raw 
rnFlteria I prices, and a hli!IJer onlt nles vol um~. which 
combinud to mont !hun off sot tho advorsc off~r~t of lower 
sel I i ng prices. B ui! d i ng Ma I ar ials also ben afl ted f ram a 
mora favorable product mix as a resu It of n11w pmduc:t 
i ntroductians and increased sales emphasis on 
TimberlineOII, the Company's premium roofing product, 
and Royal Sovereign•, a residential shingle introdul'ed in 
1985. 

ln the last three years, Building Materials has recoro'!d 11 
$64.5 million turnaround in operating results, from altm 
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of $34.5 million in 1983 to this year's income of $30 mil· 
!ion. This has enabled this business to show increasingly 
high (>perating margins and operating returns on aBsets. 
The return on sales improved in 1986 to 8.1% from Last 
year's 5,5% , w bile the return on iden tifiab \e assets 
increased from 10.4% in 1985 to 15.5% in 1986. 

lnflntion has harl a minimal direct impact on the Compa
ny's income from operations. 

Interest exptlnbe increased in 1986 to $35.4 million from 
last yaa.r't $19.8 mi Ilion. reflecting debt service on the 
Company's senior subordinated notes and debentures 
which were issued in june H185 and November 1986. The 
higher interest expense was more than offset by substan
tially higher income from the Company's investment pro
grams. Such income inr:reased in 1988 to $77.9 million 
from $22.1 million in 1985, as detailed In Note 2 to Consol
idated Financial Statemr:nts. 

Othe1 Expense-nat in 1986 consists primarily of 
expen~es and rase,·ves in connect! or. with products no 
longr.r ma:~ufactured or sold by the Company, offset by 
$8.4 million of equity income from tlw Company's u ncon
solidated captive insurance company anrl the 50% r>wner
ship ofGAFtHills Chemie CmbH. 

l fin-~ ·. ~·~-....~J...,. 11iH-l 

The Company's 1985 Income oofore -'Y.Iraordinary cred
its af $54.3 million was 32% higher than the prior year's 
$41 million. Net hlcome increased 37% to :1>~7.6 mill ton 
from the previous year's $56.7 million. Both k~ures at the 
tlme represented Mr.ord highs in the Company ; history. 

lncomH from the Company's operations improved more 
than 25% in 1985to $113.8 million, reflecting a 17% 
increase in Chomicals profits from $7!1 million to $92.6 
million, an 85% int:t'l'-llse in Building Materials proflis from 
$10.9 million to $20.1 million, and a 58% increase in GAF 
B roadcastin!l profits from $0.7 million to $1.1 mi Ilion. 
lncomfl lmm operations In 1984 had nearly tripled over 
1983 levels to $90.6 million as a I'flsult of 22% higher 
Chemicals proltts and a $45.4 mi Ilion turnaround In 
Build lng Materials Ia 11 profit of $10.13 million. 

II 

Consolidated sales increased slightly in 1985 to $732 
million after an increase of $31.9 million (4.6%) inl984. 
Chemicals sales were up $7.2 million [2%) In 1985, while 
HuUding Materials sales of $363.9 mill ion were lower by 
$6.9 million (2%). 

Consoltdated operating income for 1985 of$87.9 million 
represented an incressa of 41% from the prior year's $62.2 
mil1ion. Gross profit margin, which was 24.9% in 1984, 
increased Ia 29.8% in 1985, 

The Chemicals business reported proflts in 1985 of $02.8 
million, a 17% Increase over the previous year's $79 mil· 
lion. Operating margins in 1985 and 1984 were 25.4% and 
22.1 %, respectively. Chemicsls continued to show an 
increasingly high operating return on assets, with a 
toturn of 42.6% and 38.8%, respectively, for the years 1985 
and 1984. 

In two years, Building Materials recorded a $54.6 mil· 
lion swing in operating results to a profit of $20.1 million 
in 1985, up 85% from $10.9 mi ilion In 1984, and from a 
los• of $34.5 million in 1983. This performance was 
achieved through major cost clltling and production effi
ciency programs. After three consecutive yeers of lossP.s in 
1981-1983, this turnaround enabled Building Materials to 
show operating returns on assets of 10.4% and 6.9% in 
1!!85 and 1984, respectively. 

Corporate opBratlng expenses were reduced by $3.1 mil
lion (16.8%) in 1985, after a decrease of $4.2 million 
[18.5%) in 1981as compared with 1983. Thlllla reduc:lious 
weM attributable to programs implemented in 1984 to 
decentr~lize oper~tions. reduce corporate sluffs, and relo
cate tho Company's corporate headquarters. Interest 
expense was $19.8 mill ion in 1985 as cam pared with $9.1 
million in 1984. The increase i11 1985 primarily reflects the 
debt service on 1 ha Company's senior subordinated nates 
which were issued in 1985 ,as well as borrowings in con
nection with the Company's in vestment programs. The 
added h1lerest expense was more then offset by $22.4 mil
l ion in Income on investments. as detailed in Note 2 to 
Consoltdatad Financial Stetemeots. 
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·II 
Review otCoasolldated FJaaaclal hlfomuitlo.~ 

Summary of Salactacl F:iD.uJcial Data 
I M!Ulon1 of Do llal'l, E:ccapl Per Share Amcl!nbl 
Y ec~r &ndeQ O.W.mber 31 1986 1985 1984 1983 1982 
Sales 

Chemicals $377.5 $364.4 $357,2 $323.2 $294.4 
Building Materials 372.1 363.9 370.8 373.2 328.8 
Broadcasting 4.Z 3.7 3.3 3.0 

Net Sales '153.8 7S2.0 731.3 699.4 623.2 

ll:l.come (Lass l From Operations 
Chemicals 107.8 92.5 79.0 64.& 55.4 
Building Materials 30.0 20.1 10.9 {34.5) [26.3) 
Broadcasting 1.3 1.1 0.7 0.5 

Total 139.1 118.8 90.8 30.6 29.1 

Income (Loss) From Continuing Operations 80.7 54.3 41.0 [29.2) 12.2 
Per Cammon Share-

Primary 2.22 1.57 1.31 (1,11) .32 
Fully Diluted a.22 1.50 1.15 (1.11] .35 

Dividends Per Ccm~non Slwe .to .10 .OS .025 .25 
As o[December31 

Current A.s:iets $659.1 $428.7 $254.9 $22o.9 $212.4 
Current Liab.llllles 166.9 251,5 114.2 127.7 123.4 
Working Capital 492.2 177.1 140.7 93.2 89.0 
Marketable S Bcuri ties 412.4 202,2 

Property, Pbnt and f;quipmant-nt:t 208.4 194.1 159.1 164.5 192.4 
Total Assets 1,347.1 879.2 452.3 414.3 468.3 
Short·letm Debt 2.8 115.4 6.5 30.7 '7.6 
Total Lang· term Debt 480.4 259.0 82.8 88.8 15'7.1 
Shareholders' Equity 801.5 298.2 214.0 169.8 181.9 
Percent of Debt to Debt Plus Equity 44.5% 55.7% 29.4% 41.3% 47.5% 

Market for Common SUM:k 
As of February 27, 1987, the common stock price was $45.875, .md th~re were 21,166 holders of record of the Company's 
outstanding uomme1n stock. The following information pertains to the Company's common stock, which is traded on the 
New York Stock Excilfmge. 

Cash Dividends Per CommllD Share" 

Fl rst Quarter 
Second Quarter 
Third Qulll'ter 
Fourth Quarter 

190 1985 

$.025 
.02/i 
.025 
.025 

$.025 
.025 
.025 
.025 

Price RaDge of Common Stcx:k* 
taaa tsa5 

.!:!!a!1 Low .ffi!!!. 
$37.125 $%3.8'15 $15.6875 

3'1.25 32.00 17.9375 
3&.8'15 28.3'15 18.9375 
44.00 32.'15 35.00 

• Rell.aolu l Wo·fONirnlltuck •P Ill In 1986. SH Note 6 la CDJuoll<lato<l Financial S!alemenls. 

Low 
$12.125 

14.75 
14.8125 
18.00 
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(ThOllliWldo oflJQI!ors, Excapl Per Shar<t Amou.nU) y..,, Bildod De.:omber Sl 1986 1Q8S 1984 

NetSala $753,174 $731,962 $731,314 

Costs 8lld Expensas: 
Cost of Products Sold 496,184 513,813 548,967 
SelliDg, General and Administrative 1113,943 130,208 120,13S 

Total Costs and Expenses &10.127 644,019 669,108 
OperatiDg Izu:ome 113,647 87,943 l.i2,208 
.Income on Investmenbi (Note 2] 77,930 22,438 4,161 
Interest Expen!lt' "(35,437) (19,799) (9,143) 
Ot.!:.&~ Expanse-net (30,86!1) (3,108) (2,598) 

.Incoma Before lno:ulle Taxes 
uui~Gredibl 125,478 :87,474 54,818 

lllcome TIIXei (Note 3) 44.790 33,178 13,572-

Income Belore Extramdi:tary Credita 80,fiR8 54,296 '41,04fl ;' 
-<~Credits {Notes 2& 3) 411:.1,4.75 23,285 15,666 - .......... 

"Nelb:ome $2U.161 $ 7Z,581 . .$ 66,.~2 
"'~~ 

-.-
.. ?: 

Eamil1p Per C-ommon Shan (Notfll> l.and 8): ,·.· .. ~-~ 

:Primary: .... }• 

·Before Extraordlrwy Credibi $ :il..U $ 1.S7 $ t.31 -.. ~ r~~~ 

~Credits 15.88 .88 .54 ·-· .l 

Netl&w:oma $ a.oa $ 2.25 .$ t.ail 

Fully Diluted: " 

Before Extraordinary Credita $ .2..22 $ 1.50 $ 1.15 ~~: 

Extraordirwy Credits 5.85 .65 .44 

NetlActmul $ 8.07 $ 2.15 $ 1.59 

S.N:IIola10 ConSQIId•ted Finmclal StateniO!llll. 

:•. 
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(Thoust>ndt G{ Dol !tin~) 
Dec:l!mbot 3! 

Assets 

CWTent Assets 
Cash 
Short-term iuvestments (Note 2) 
Aocounts receivable,less reser '10: 1986-$4,382: 1985-$5,142 
Inventories (Note 1) 
Other CW'I'tlnt assets 

'lbtal Cw-retat AssE:ts 
Marbtable Sacwities (Note 2) 
Property, Plaa.t aDd Equlpmem--aet (Note 1) 
Olber Allets 

TDtal~. 

JieNIIH•ad~•iquity 

· · Cunut Liabilitial 
Short-term debt (Note 5) 

· · Current maturities of lons·term debt: (Note s l 
Accounts payable 
. Accrued 11abilltles 
Incame taxes payable 

Tatal CurruU teNI!ttes 
~Debt W.Cumnt Maturitiea (Note 5) 
QtMr 1 ipbiliHM 

Shanboltbn' Equity (Notu 6 & 7) 
Preferred stock. $1 p&rvalue peubare: 

authorized 6,000,000 shares 
Common stock, $1 par value per share: authorized 100,000,000 shares: 

issued shares: 1986-36,008,177: 1985-35,755,178 
Additional paid-in capital 
Retain!KI eamings 
Accumulated translation adjustment 
treasury stock, at cost 
~'Eqllil)' 
TDtal 1 i•b!!Ui• aad. Sbanbaldus' Equity 

See Nol8l toeo-Ud&lacl FWu.c!&l ~. 

198S 

$ 44,&.2.3 
407,otu 
112,6111. 

&8,190 
7,787 

6!9,121 
411,385 
:108,398 
'87,187 

$1.367.,(169 

$ a,757 
135 

78,7&1. 
78;ZBe 
Uil5 

118,150 
410.11& 
8U07 

38.1108 
44,738 

519.207 
3,9i8 

{2,381) 

IIG1,41B 

$1,347,G69 

1985 

$ 7,862 
209,298 
109,580 

94,007 
7,966 

428,713 
.202,229 
194,086 

54,146 . ~: 
.. 79,114. 

P• ·,·.-:~ 
:'t 

.. ,,,.·; 
·:··.:',! 

.$115,380 
10,132 ~ . • il 

.57,411 ·.: . 
58,924 '.·' 

9,785. 
251,632 
248,853 
80,536 

36,758 
42,958 

229,585 
(6,18&J 
(4,012) 

2118,153 

$879,174 
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CMsoUclated Stae-wd& ofCiaaages In Financial Posltloa 

(ThouOQnds ~!Doll""') 
'teari!Zlded December81 

Cash aad Short-term laY1IIillmenti, J ow.ua:cy 1 

Source (Uoo) cf Funds: 
Inccme Before Extraordinary Credits 
Charges not affecting funds: 

DeprecUiliOIO 
Other-net 

Tllt&l fwub from operailims bdut;; a:!!'~ cn!dits 
Extraardilwy Credits 
Total funds from operatioDs 
Additions to property, plant and equipment 
. .1\cquisitlCD. cf glass. fiber fac1litle.!l 
. other warkU!g capital items* 
'Other ' 

,·:;- 'c'TaQI soun:e hflorefinendq aad ~ ll!l;tiv,i!:y 

'~ ·· ·Fwncingand lD.vestment activity: 
; '·'''::·. InCJ:ease (dec:ease) in short-term .debt . 

.. . iucrea.ses in Iong.tenn debt : ' 
- · Decreases in long-tenn debt 

]D. vestment ii1 m atketabl&&ecurities ,:net 
":{'.ash divldends 
Other ' 

Total source (use) from financing an.d illvestment activity 

Increase in cash and short·!enll investn:umts 
Cuh.IUIJlSlwWenam~n.... ........... at 

"'ther wo:kl.ns capit.l items: 11111 

Aocountll ret:elvable $ (!,1111) 
lnvenlorii!S 7,117 
Othe:r cLU'I'ent u;ets t 19 
Accountl payahle 21,353 
A=B<i UabiiiUes Z0,365 
IDcoma tiiXdl payabla (8.9110) 
NeiiOWDII gf fwWI $U.G3ll 

See Now$ lo Con..,)! dated Final\cial8talea:!ellls. 

t!IB5 

$(14,441) 
(10.555) 

{1,2011) 
(457) 

22,3.6.2 
6,791 

$ 2,492 

. 19oB4 

$ 3,021 
7,299 
1,759 

11,859 
{S:Wj 
no 

$24,();'!-i 

_ .. 

1986 
$Zl7,160 

17,982 
1,814· 

101l,402 

ZU.475 
3U,957 

(33,9111) 

1985 
$ 69,553 

54,296 

17,366 
5,306 

1984 

$23,468 

41,046 

ts,as7 
4,209 

64,652 

15,656 

60,308 

(17.900) 

76,970 

23,2.85 

100,255 

{47,161) 
{9,2.50) 

"-42,833 '2.492 '24,024 '··: -;~ 
. U 1813 _ 16,149 . (1,8241- , .';' ·:i;i 
~~"-~- .. - .·.-·· .~2.4.$5' .· -/&4.~8,. ·)_?;:'fff 

<· ~_-::':~=:=) -·-:-.. ~:::: .. :J-.~.:(2::;:) <·.:~~;._ 
" ,,, {71,105) (19,!i71) ': ·;•{12,407) ·'-"·:;~ 

'.<~~i:~ ' . -'2~;ii~l : -:. · ·-{4,393) ·L.L~ 
-3,649 6,321 (3,763) ' ,., 

:~ ~l~ 
(101,186) 65,122 '(3S,523) :,; 

Z35,303 147,607 46,085 

$15a.463 $217 ,teo $69,s5s. 

M ..................... ~~-------------
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.. • :.·Co-7,.,.,.. ........ ,....., ...... ~...., '-~ 

1Thou111ncl1 o[Dallall'l) 
Year8ndt4~31 

$1.20 Coavertlble Prefemtd Siock: 
Balanca, January 1 

Converted into cammtm stock: 1985-2,428,62.5 shaMs; 
1984-9,740 shares 

Redemplitm of preferred stock-111,033 shares 
Balance, December 31 

Comzawa stock, $1 Par Value Per Sbara: 
BuJ.s..,ca, January 1 

l::f!ect of z for 1 atock SJllit 
'Otharactivity · 

. ··Balaz:lr:e. J'leceulber s 1 

1981 1985 

$ $ S,1'1!i 

(S,OSS) 
(13.9) 

17,8'18 14,509 
1'1,8'18 

. HZ 
' .. ··.'::, :.::>' .~:. /,'~ ... -· . 

. • • ,_<:', ;': ·!'. ~ 

1984 

$ 3,1.87 

(12) 

8,1'15 

14,468' ... 
' · .. ~-
.>. 
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II 
Notes to Consolidated Financial Statemeats GAFCORPORATION 

1. Sun1mal"y of Si)!nifit:ant At:cmmtit<g Pt1lides 
P•·indples nf Cansolidatinn 

The accounts of all signiftcant subsidiaries of the Com
pany are !nduded in the consolidated financial state
ments. All significant intercompany transactions and 
balances have boon eliminated. A wholly owned captive 
insurance subsidiary and the 50% ownership of a foreign 
chemical manufacturing compnny are accounted for by the 
equity method. 

Slwrt·t~.rm lmolshuomll< am! M"rkutab!e Securitin~ 
Short-tern1 investments and marketable securitifls ate 

stated at the lower of cost or market. The determination of 
cost in computing realized gains and losses on invest
ments is based on the specific identlficatlon method (see 
Note2]. 

!twHntori•~~ 
Inventories are stated at the low~t of cost [pdnr.ipally 

average] or market.lnventuries at December 31 ronaililt of 
the follow~ng: 
Tnnusnncls of Dullars 

l'lnl~herlRoo<.ls 

Wm 1:. In I"'''""" 
RQW mllh=rinls all d sup pl iO!Ii 

$47.315 
15.640 
23,2:1~ 

$4~?4a 
tr..440 
2?.R19 

$94.001 

l'rop<il't~. l'lont nnd Equipment and R!ilatHd D4•pn~d~tlnn 
Oept·e~iatlon is computed principally on the straight

line method based on the estimated economic live& of the 
assets. Certain interest chaijjes ilre capitalized as part of 
the cost ol property. plant and equipment additions. 

Property, Plnnt and Equipment at December 31 consist of 
the following: 

Thou •wtd.• of DoiJor., ~~~6 tB85 

La1uJ a.n~ land 1 ml~'~ovemAnl!i $ lfo.403 s 16.760 
Buitdi<w ond building oquipmonl 51.814 53.fl.J\ 
Ma ~hi ""'Y • ncl oq u I pmnnt 240.114 Z26.3S7 
Cn ns l ructIon i sl pmgro~ lh.l") 11.%2 

Total 32~.51111 308.140 
Less A<x:u mulo ted Duprndollon [lll.\92) (114.0541 

Property. Pion I end F.quipmont-nel $~08.39~ $1~4,0R6 

lJ4!lt!rrntiJ ll(.lltll n "t\lX!!S 

Deferr11d income taxes arise from reporting certain 
income and cxp11nse items in the financial statements in 
periods different from those in which such amounts are 
reported for income tax purposeJ. 

I nVt!sltmmt Tax Crml its 
The Comp~.ny accounts for Investment tax credits as a 

red uctiou of the provision for United Stains "mcame Ia:< 
(the flow-through method]. 

Re5na["(.h .md DevdoJ!ment 
Researr.h and development 11xpenses are charged to 

operations as incurred and amounted to $11.4 rnillton In 
19a6, $10,4 million in 1985 and $8.7 million in 1984. 

Ean:in~s Pm· Common Share 
Prin;~ earnings per common share are based on the 

weighted average number of common and common equiva
lent shares outstanding durir.g each year after giving 
appropriate effect for prefaJTed stock dividends. Weighted 
average shares for computing prhn!lry earnings per share 
were (tn thousands] 36,263 for 1986, 34,34:! for 1985 and 
29 ,a 2 o for 1984. 

Fully diluted earnings per share are based on the 
weighted average number of common and common equiva· 
l1mt shares outstanding and the assumed conversion of 
convertible securities outstanding after appropriate adjust
ment for ioterest orr convertible notes. Weighted average 
shares for computing fully diluteci.l!lll'nings par share were 
(in thousands] 36,318 i0r Hl85. 36,094 for 1985 end 35,9116 
for 1984. 

2.. Sh!>t"t·l!!t"m lnv.,stnumts ant.! M;.dmtabl~ Sm.l.!rities 
At l}ecember :n, 1985, the Company held approximately 

a tO% interest in Union Carbide Corpo;ation at o total cost 
of $405.4 million, including $60 million in costs rela!l:lg to 
the Company's withdrawn tend6r offer. In januar.v 1986, 
pursuant to Carbide's exchange offer, the Company 
received $70 m!lllon in cash and $227.5 million in Carbide 
bonds in exchange for 3.5 million of the Carbide shares it 
owned. After the exchange, the Company's ownership per
centage of Carbide remained nearly the same. In November 
1986, approximately one half of the remaining Carbide 
shares held by the C".ompany were sold with the Company 
retaining a4.8% interest in Ctrbide as of December 31, 
1966. 

Extraordinary credits for the year 1986 include a net gain 
of $201.4 million, after taxes and expenses, resulting from 
the Carbide exchange offer in January 1986, from Carbide's 
special thmJ <{'.J.~~~,.,. dividend, and from llie sale of 
Carbide shar11s in November. 

As of December 31, 1986, the C~mpany held investments 
iu Borg-Warner Corporation, CB!Industries Inc. and 
Union Ctrbide with a tot.1l cost basis of $412.4 million. 
These investments are iud ud ad in Marketable Securities 
and have an aggregate market vulue of $455.9 million as of 
DBcember 31, 1986. 
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Income on Investments consists of the following: 
MIU!O{la of Dollar.~ 
Ynor ondad Dot:em l~or .11 19M 1986 

Net roa!l zed ga IllS, not cl unrea!l~o<l '·-• S4U s 8.9 
Di vi dnn ds, I n1nmstl nco me and ather 35.!i 1:1.5 

ln<:om o nn lnvost noon~ $?7.0 $23.4 

Tbe Company received net procoods from the sale ol 
Carbide bonds in 1986 of approximately $24!i million, 
resulting in a net reali:r:ed gain of $17.5 million. 

At December 31, 1986, the aggr~sate cost of tht:! 
Company's short-term investments was $411.9 million, 
whlle the IISBtegate market v.llutJ was $407,8 m illlon. 

:1. !nmnw 'llm~~ 
lm:oma Thxas oonsist of the following: 

Thousc nels cf Do II Qri 
Ynor Ol1 d ed Det:ember a I 1986 1Q~~ 

1!184 

S-
u 

r.u 

1984 

Federal ua.au $19,11114 $ 4,932 
Fnrol10n \2.521 ?.11112 5,835 
Stato 3,948 5,813 uos 
\ncom6 Taxes $44,190 $33,1?8 $1~.5?2 

The differenaes between the income tax provisions com
PL!ted by r !l pi y ing I he statutory f aderal income tax rate I o 
pre-tax income amlthe actual lax provisions are as follows: 
Thou ian d~ of DQ II a I'll 
Yer<1r encl~d Ll!rcem bior .ll WA6 1985 IHB4 

St11.1'u tory Prnvish:m.s $57,719 $40,238 $25,125 
Adjustmenu 

Ill vld~ nd rooel ved dad uctlnn Y (7,2671 /1,6301 
Ca~ll~lllll.ln& <lllfernntlill [H.92ti) (1,987) 
h1vualm6 111\Q~ crud il" [2,625) [3.217) [10.~00) 
J mpot:t of (oroiKn "p E.IZ'B, i ~H'LE-1 2.042 11..'181) t1.5r2\ 
Suuo and IOOiliiAxt~a 2,132 3.031 1,515 
Other 1,7\5 (\.li5ti) J7S5) 

I n~nm 11 lllKU8 144.790 $33,178 $13.572 

As of December 31,1986, pmvlsicm had mlt been made 
for United Stntes incoma taxes on approximately $29 mll· 
II on of u nre mitt ed earnings of consoll dated fo rei !l,tl s u bsi • 
diaries and the Company's 50% owned joint venture, 
because any Uttited States to.x~.~ payable ol'! foreil\1, earn
t.:1i~ which ma~ he remittad in the future are expected to be 
~tibstantially mdueed by foreign tax credits. 

Edraonlin1u·y crmlits fnr 1986, 1985 and 1984 indude 
ili 1 ,n~ ,!lt!G, $1 ,!i1u,oon u nrl $1,830,000, respectively, rapre
.~nnl 1111 t!m i nctmte tax benefit !ron~ thf' uti lir.at ion of for-
• ·" "1. ~ral11111 lo.~s t;arryfclrwards. The 1986, 1985 ilml 1984 
t· '' •oord !nary c;rad it~ also include i m:'lm~ Ia~ benf'fits of 
:\lit,~~';. (JDO, $2.1,709,000 and $5,479,000 from the 'lli!!:-.a-
' i<t n <J f f 1 !rlcraf and ! Ia Ia tJ pe rating I ass ca rryf arwarcls. T h11 
l!lllli ext ranrdinary r.radit~ abo i m:l uda inr.ome tax bana
fits of s·t<I,462.UOO related tn tha Cam lllllly's jlllrlia I di8JJ0• 
Kilian ol Us inveHtmant in Llni011 Garhida Corpnrati on [~ae 
Nota2). 

4. !hmt~f\\ Pl1ms 
The GAF Capital Accumulation Plan is a defined contrl· 

bution plan for eligible salaried employees. Company con
tributions consist of a basic conlri bu lion of three percent of 
the compensation of partie\ pants for the p !an year together 
with matching contributions, up to an addltlnnal four par
cent as specified In the plan, for those participants who 
have elect~:~d to make vol:.mtary contributions to the plan. 
Each participant is fully vested at all times iLL the balance 
in each of his or her accnunts in the plan. The aggregate 
contributions made by the Company to the plan and 
chfll'ged to operations in 1986, 1985 and 1984 were 
$3,38 S, 000, $3,12 B ,000 and $2,898,0 0 0, respect! ve ly. 

The Company has a defArl'dd compensation plan for the 
benefit of key employees. The benefit pa~·able under tha 
plan, which accrues in accordance wlth a ten-year sched
ule, consists of an annual payment commencing at age 65 
equal to 25% of a covered employee's last full year's salary. 
If a covered employee dies while employed by the 
Company, a cleath benefit of 36% of the employee's annual 
income at the date of death Is payable to tile employee's 
banefidary for a term of 15 years. Employees who partie\· 
pate in this plan are not entitled to have employer contri
butions made to their accounts under the GAF Capital 
Accumulation Plan, The expense charged to operations in 
1985 for such rutura obligations amounted to $995,000. 

'I'ha retirement pIa ns lor hourly employees and Texas 
Cl ty facility employees are noncon tr ibu tory defined bene· 
fit plans. Company policy Is to fund accrued pension 
expense. Pension expense charged to operations was 
$870,000 in 1986, $559,000 in 1985 and $289,000 in 1984. 
A comparison of the accumulated plan benefits and plan 
net ss sets for theso p laos, after gi vi hfl I' if act to the s pi n-offl 
termination as di~cuased in the follow .. 1g paragraph, is 
presented below: 
T~nwwn rl• nf D<1! lor• 1~~~~ 198.; 

Ar:t u orlu I pr~~•nt val uo ol111:~u mu lutud 
pl•n bunutib: 
Voslod $:1.,11114 St,dn 
Nonvo~lt•d Q:/.6 502 

Tr>tnl $3,810 SU1!1 

PI nn as~~~~ u v~ i lab lo far bnnofi I~ $1,532 $\,216 

II Ill u1m:d 11111: of rc:t urn B% H% 
P!nn .... alu.alir.n ti.!Jtu 111/!!5 111/H.i 

In 1984, the Company announr.ed a propnsad spin-off! 
termination involving its Retiramenl Plan for Hourly 
Employees, pursuant to which I he Company purchased an 
annuity c:ontruct approximating $69.6 million c:overing the 
bonefi Is aGcru ed to Se pte m bAr 1, 1984 for pa rli ci pan tH of 
the plan. As:«~tg were s u ff ic i en I to provide for the accrued 
bi!nef it~ of a II h •J u rl y pur tid pants. Pursuant to govern men-
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tal regulations, B!C.'::BIIB 11.saet.s were the11 "spun-off" to a new 
plan f·~r inactive members. The l1111r.tive plan was th.en ter
minated. Following government approvals of the spm-offl 
termination, excess assets of $16.1 mill ~on reverted to the 
Company h1 November 1985. An additional $3 ·~ mi~lion 
was received and estabtlsl.ed as a reserve pending fmal 
t11solutian of any plan liabilities. The Compani ,•.-ill con
tribute to the plan in future years fur active employ(!('.s to 
meet liabili:;es as they accrue. 

ln addition to providin~ pension benefits, the Compauy 
and its subsidiaries provide certain health care 11nd life 
Insurance benefits for retired 11mplayees. Substantially all 
of the Company's employ~es, Including employees !n ~or
eig n countries, may become e Ugible for ~he se b enefl ts lf 
they reach narmal retirment age while wuddng for the 
Company. The cost of retiree health care and llfe insurance 
benefits ($3.0 milllon, $3.Z million and $3.7 million in 
1986, tSBS and 19B4, raspect!vely) is recog"-ized as 
expense as claims ;ue :ncurred. 

As part of the 197'1 and 1980 discontinuauce programs, 
the Company pro,.ided hlllllth nnd life insurlllnce ~overage 
for certain retired em p loyee.s of dIs continued busmesses. 
The balance of the liability lor such futum obligations at 
Decamber 31, 1966 was $14,7 million. 

5. I kl·t ~uulll i ,.; clmul R ""trkli on' 
Information regarding Bhor~-term debt is as follows: 

The u!i<lnd~ of Dollars 198 ff 1985 1 & 84 
Aa af Dooomber 31: 
Balanoo e>ulslanding $ 2.,757 $115,380 :s li.461 
We!!lh ted •~oras• In tnresl rato fo.2% 8,1'1(, s~;~ 

Part~oY""" 
Averag• mantn·end sburt-term doi)t 

aulolondinJ! 
M.axtmum nlnnth·enrl ~hori·IBrm 

$ ~5,828 $ 51.757 :St7,1115 

Sllll,'15 $45,7U debt ouiNI~ndin~ Sl~o.559 
Wu l~h I •d avr.r~WJ rnon t h·ond 

hl.tPmstrate 7% fl.&% 11.4% 

Of the Iota! short·lerm debt outstandir.gul December 31, 
1985, $99A mill ion represented margin IO<Jns. 

At December 31, 1986, th11 Company had unus11d short· 
term lines of cn~dit aggregatins approximately $87 .'J mi J. 
lio11 {in add !lion to the revolving credit facl!ity dis~us&l!d 
below]. The short-term lines of credit are maintained with 
banks on terms which expire on various da!P.&, but are gen
erally renewable. Borrowings generally bear intert~st al or 
near the prime commercial lending rate. 

Long-term debt at December 31, 1966 and 1985 was as 
follows: 
Tho us an ds of Dollars 19R 6 JS!l ~ 
9'/•'l!o aonior notes diU': Mamll 31, 1987 
ll'/•'lro ~t•ni<>r notes due Janllary 15, 1992 
Revolving credit av""ment 
In duatr Ia! rwQnus bon do with varinus in te•all 

rates and maturity datos to 2.012.. Certain 
assets aro pledged ... rollateraltborato. 

Obltpt1 011 on mDllgagM pfl:lp.arty 
Obligation under ~apitalle.ue 
!1 '4% son lor sut:.Qrdln&lad noles·d"'u 

June 15, \11115 
10>/o% senior subordt .... t•d nol .... <l

N overnber 1, I 9Y4 
1 O'l•'lO .. n tar •abc:rd ln&led debentures dWl 

N1>V1mber 1, 211111 
Olh"" 
Leuun.amorthtod dlsonRnl 
Thtal 
I....e.Rs au.rrenl matu:n.tiea 
.l.ong·tlrm Debt l.es• Current Maluri!li!S 

s s 11!.600 
18.700 
27.000 

37,428 39,!1Zii 
38,125 

~.525 

150,000 150,000 

155,000 

tOS,IIIlO 
454 ~.za4 

1~.5511) 

4M.449 258,985 
(33~) .!10,182) 

S48fl,l14 !.248,853 

On June .10, 19B6, the Company ente1ed into a Sl 00 mil· 
lion three-year revolving credit facilito; with a consortium 
of ten banks, replacing the Company's previous $75 mil
lion revolving credit agreement. wl>.ich had bll!ln increased 
from $50 million in May 1986. Interest on borrowings is, at 
·,he option of the Company, at the prime rate, a rate based 
. ·n the Loudon Interbank Offer Rate, or a rab'J based an the 
Certificate of Deposit Rate. Under the agr8f1ment, a com
mitment fee of at~% per annum is chargP.d on the daily 
average unused portionol thecommitm(tnts. Theagree- . 
ment includes certain restrictions on dlvidend11 and provt· 
sions for lhe maintenance of minim urn working capital. 
net worth and !Imitations on debt. A•;~ of December 31, 
1986, $138.4 million of retained earnings were available 
under this agreement for Clllih dividends and certain other 
special payments. 

The Company in June 1985 is11ued $1/iO million of 
W•/11')1, senior subordinated notes dLie June 15, 1995. The 
notes will be redeemable at tho option of tha Company on 
and after june 15, 199:?:, 

In a~tober 1988, the CampaiJY plac.ed a $38.1 million 
mortgage on the Company's headquarters property. The 
mortgage t~ due on Octobar B, 1996, and intErest on 1 he 
funds is at o rate based on :he London Interbank Offer Rate. 

In Novambet 1986, the Company issued $155 million af 
10:11•% senior aubordimuad notes due 1 ml4 and $105 mil· 
lion of 10'/11% senior subordinated d1lbentures duo 2001. 
Tne note.s will be redearnabie at any llme, at thu option of 
the Company, aftflr October 31, 1991, while the debentures 
will bPredp,emebleat anytime, at the option of the Com
p!Any, after October 31, 1995. Annual 3illldng fund pay-
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#Iotas ta Collsolldllfecl Flaallt:lal st.ttements 

ments of tS. 75% of the principal amount of the debenturea 
originally issued, ~ommancln~ Nover,Jber 1, 1997, are t:al
cUJated to retire 75% of the principal amount of the deben
tures prior to maturity. The securities wlll be subordinated 
to all eKist!ng and future senim· indebtedness of the 
Company. 

Thneggr11gata maturlti~s of lon~~o·tDrm debt !or the neKt 
fl ve yP.ars are as fo !lows: 
'1'/lnuoumJ.• <J f Dn! I <lr.< 

19H? 
19KH 
I!!K~ 

1ann 
1~01 

ti. C,ipil.li SIOI ~ 

$ 3~5 
3~7 

1,361 
41 

Til~ Company det:lnred n two-for-one stock split effective 
MayS, 1!:186. All references in the Financial Statements to 
the number of oommon shares, earnIng~ and dividend 
amounts per share, stock option data and oihar pflr share 
amounts have been restated In give effect tn the stock. spl \1. 

Thel:nmpany In 1985 called for red emption all of its 
nut.~tandi n!l.~haras nf $1.20 convertible pr~ferred stodr;.. 
S hareh o I ders (:On vorted 2,3 2.4 ,55 3 shu res of preferred 
.s!!u:k into 5,810,288 shares oF t:am.~mn stnr:k, and the Com· 
puny redeemed 111,033 ~hareA oF preferred stoc:k at o prir:e 
of $27.50 plu~ accrued rlividetJds. [n mlditlon. the Com
pany ,,OIII'ertcd all 103,572 share.s at its $1.20 c:on vertible 
pruf1:rwd alo1:k held in tre.1sury into 2.59,180 sharllS of !:om
marl stm:k. to h~ held In treasury. 

At Jle!:nmbt<r 31, I 986, there were 3,612,514 shur~H of 
1:cm men stock t'fl~orvod for IAsuance under the Company's 
st• 11:k 11pli on nnd •tm:k pur~hase plnuh. 

7. ~.1111.~ f lp! iul111nd ~!1u.k 1'111'1 liu''' !'l.•11' 
The Com pnny'~ 19!14 Stock Option l'lmt .,rovldos for! he 

gra.1!i up; ollm:entive 11 nd mmquul iliod stm:k options to k.o1y 
emplayaaa uf the Com pnny and its subsidiaries to purr.he.se 
commt.n sto~k 111 the Company nl naileRs than 100 ·~, 
of ti1R fair mnrkel val LIB at the date of Ill' ant Under 11111 
tmms of the plan, opt ion~ fnt 1,600,000 shares of common 
sto~k rnuy ba grunted from time to t imo unti I April 30, 
1989. T:1e !1 :rm uf l!!lr:ll 1111 inn is flvn ynars and .~I xty day5. 
OplinM mil~ nnt be P '·' <rr:ised d uri nr, th~ first year after the 
data nf gmni, but t hurue!tcr, opt io11S become BKeruisnble as 
to 20•!!. of th,. ~ba1·es sul..jed !heroic on aoch of the firr.t 
through the fifl n anni V~l'llllties of the dato of grant. 

T~~ Comtlony's 1975 nmJquo!i!iod stuck oplio11 pian 
provided for lhe granting of 1,(}00,000 options In key 
emplcyoos t•) purchas~ Cl'lrnmon stock of I h~ Company at 
nat less tha r. 100% of the foir market value at the d11\e 
of grant. Optlons grantml thtoufth April 3U, 1!!84 wll're eKer-

clsable one year after gran I and expire after 10 yeer s. 
Options granted after Aprli 30, 1984 are subje.:tto the same 
lermB and c:ondltions as options Issued under the 1984 
Stock Option Plan. The 1975 plan terminated In 1985, ~nd 
no add i tiona I a plio ns have been g1•antad after that date. 

The plans provide for limited stock appreciation rights 
perm !tti ng t h a opt I on h alder to surrender exercisable 
options In the even I of a tender or e Kchange offer for the 
Company's common ~lock made by somecnu other than 
the Company. 

The following is a sur.1mary of certain Information per
taining to the 1975 and '1984 stock option plans: 
s hQ ~·s waa 1 ~a.; 1 ~!14 

51)11.~00 
' 1HO,HOO 
t!O~,Otlllj 

1!4.oont 

::.::::::::=.:!!.:==:::..::.:......_......:.=:::..::::._......:.==;;,_-l,:l!ii.ROII 

411J,RIIII 
IID0,40B 

s 4.81-
$\\.HH 
ljO 4.81-
s 7.14 

The Company's 1984 Employee Stock Purchase l'la11 pro· 
vi des for !ll'llllts of options to purr.ha~el ,2C)u,CJOO shares of 
common stock on a nond!scr!mi natory bus is to a II eli11ibl!t 
empioye~s of the Cum pany and Its ~ub~id lariu~. N'l opt ions 
to purr.haseshare~ uf r:nmmun stock. ~111der the pla11 may ho 
granted aftf.r Apr I I3CJ, 1989. The pri1:a n1 whtr.h shnro~ rr.ny 
be puN:be.~eci Is tbe lesser of ( i ]85% of the fair mnrket value 
011 the date of grant or (i I) 85% uf t hu fu ir mur ket value en 
;be dat•1 of purc.huse. As uf December 31, 1986, 178,~08 
shares of common stnr.k. hitcl hfiP.n i$sUed u nd~r the plan. 

Undflt the provisions of the Company's 1969 Restricted 
and Unrestrlr.ted Stock Purchase Pla11, 1,300,000 shares of 
r.omrnon GlocK were author! ~ed for sale to k11y 11m ploy~~es. 
T!te plan current I y provides the\ restrlc:ted and urm
slrh:ted shares may be sold at prices whlr.h ore not less 
than 50% a.1d 80%, rospect!vely, of the r.losi ng market 
prlue precod ing the date of grant. 'lb data, only restricted 
shares havelleen offered for sale. Under ~rtalt1 eond 1\lons, 
the Company has the rl11ht to rapurchasa reatricted shares 
of common sto1:k at tha crigi na 1 s<~i ling prico. At Dm:Bmbt-r 
31, 1966, there were !169,780 shares available for Gale under 
this stock purchasn plan. 
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~~. Bu~i1w~-... s~~~mt•tlto,; 1 rdill'l1lillinn 

Millions of Dollars 
Yeo r ended De<; om bet 31 t~86 1985 

Sal•• 
Chemical•' $ 37?.5 $364.4 
ll~lld ing Mattirlal• l72.1 3&3.9 
B ,.,. dcas!ln~ u 3,7 

Consolidated No\ Sales $ 753.8 $132.0 

lnmme From Op<~raUons 
Chomlcal• .. $ 107.8 $ 92.6 
1!>1ll ding Mole:llr Is 30.0 20.1 
Bl'b.OdCistlng 1.3 1.1 

Total 139.1 113,8 

Corporate: 
0 poratln& E>;po....., p8.1) (1541 
Interest Expel>"' (35.4) (19 .; 
Othor lm:orn• [Exponoe]-nol 37.9 6.9 

Net Corpt>lato E.pen- (13.6) (26.3) 

I nco me Beforo lnC<lloe Taxes 
and Extro ordinal"/ Crod It• $ 125.5 $ 87,5 

!denl!flable A.,.ts 
Clwmlcal•'' $ 251.8 S2H.3 
Building Mal"l'lals 194.0 1EI4.2 
Corporoto and othor 901.3 ~67.7 

Tolal '!Sols $1.347.1 $879.2 

Add ltlons to Property, P Jon L and ~quIP monl 
Chami<:als li 13,4 $ 21.5 
B u lid I ng Material• 20.3 2U 
Co rpm• to and ot hor 0.2 1.3 

Total s 33.!1 $ 4?.2 

Dort""lution 
ChomlCllls $ 9.6 $ 10.3 
B u llrl in~ Malorial• 7.5 6.0 
C<>rjl<> roto and other 0.9 \.1 

Tolol $ ta.o s 17.4 

"Chunlic•l• saiMI oro ncl ~~ lnlcrs"'!montsalcs of $:l9,1 lllilllon. $27.4 mllllon ond ~:!3.2 million for 1QR6, 1985 and 1164. r<»]>OC\iYely. 
luiW'SI!~rn~n 1 sal<~> are rccordod o\1 ho sa mo p rl co• '· har8ocl to unaff Jl!at•d CIISI a,,,.,... 

l!IIW 

$357.2 
370,8 

3,3 

$131.3 

$ 79.0 
10.9 

0.7 

go,a 

(185) 
(9.1) 
(6.4) 

(~6.0) 

$ 54.6 

$203.8 
158.~ 
69.9 

$452.3 

$ 9.6 
8.0 
0.3 

$ 17.9 

$ 11.1 
7.0 
1.3 

$ 19.4 

• "Chom k""l• i "''"""' and idon IIIIo l!J,, ..s.•<ll• I ncludo thn Com ~"'"Y \s 5G% "''u lty In lh · mo o nd oDSI!t• nf C AF !IJC.I• Chomlo GmbH, • jol nt ventura 
t>ol,..oon ( AI'Corpnrollon ond HOI• A.G .. whlob opr.roto• • chcmi!Oal m.onufocturina P•~•" In We•t Gnrmony. 

______________ .. _ .. ,_ .. 
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Notes to Consolld.W Financial Statements 

!1. titltl~ruphil: lnfbrmuthut 
Mll lion• uf Doll oro 
Yoor ~nderl Decntnber .11 1!186 1985 \984 

De m01 II r. Dpara I lena: 
N~tS~Ill8' $ 638.5 5842.9 $849.9 

a potallnglnwmo ' so.s s 73.3 $ 49.2 
a Ibm ln!XIma lEx p~n~M I 8.8 (7.3) (14~~1 
lru:~~tn D<rf~ m !noomn Ta~ n~ 

and F.JCt rao rd I not}' Crod II~ $ 99 .. 1 s 56.11 s 34.3 

tdo n Ill l~bln t\~~et~ $1,25~.1 $82U $404.8 

F nru!:p:n Operillt i lln:;: 
NntSliM" s 11H.O $ SR. I s 81.4 

0 )>ntat 1118 !noomo $ 13.2 $ 14.fl s ta.o 
01 hot luoonw ( E•l'"ll"" I' • • a.o 6.9 7.3 

lncnm e B•fctr> lncum o Th "''" 
•ud H~tmmdlnnry CmdltA $ ZB.2 $ 2\.!i s 211,3 

hln n tlll.th In Aotooto • • ' s 92.0 s 52.6 s ~7.~ 
'I lomORti t: salo.~ aN twl of tr11 n ~~" r.< l>oolwo., n -~rot>h io: """"'' nf $-I 5,6 
nt U lion, $4 o.a tni Uimt "n<l $34. !lm iII ian. ro5]10CI i Yoly. 

• '1'•111•i~n ,.,.tln~ arn not of I rn n5fnro l~•twMm p Mf\101' lilt: o "'"" of $ 7. 7 mil· 
liun, S 10.4 m i 11 inn and 17,:1 m illlnn, rt!ll)lt~:t l\ltlly. 

• • • Forci~11 Otw•r•llon' I m:nnm • 11 II id<ml i !ioblo n"""'t~ lt11:l u du th u Com· 
I'""~· '• ;c% oq tilly In l ho ltu:o nm and uso10 of Gt\ Pili Ulo ! :homin Gm bll. 

l(l. (:•unmitnwnts nnd (:ntltitl~Pndu~ 
The Comp11ny hllll oper11ting leaHes for transportal ion 

and data processing equipment and for v;;rious buildings. 
Future minimum Ieaiie payments for properties whi;;:h are 
he i d under lo ng-t arm noncancol able I eases 11!1 of DIW':em be r 
31, wr.fi are as Follows: 
'l'hnu•un d~ a/ !lnllms 
!W'!jnlmum p,wmml!.h' 

19R7 
twa~ 
198\\ 
19110 
\991 
:t...Mtm\'iNilN 

$ 5,30H 
l,!lh.'i 
t.aflol 
1,044 

544 
51 

At December 31, 1986, there were various lawsuits pend
ing against the Company relating to matters arising front its 
business, including approximately 27 ,aao involving 
he dily injury c !aims relating to the expDiu t:e to asbestos or 
asbestos-containing products no longer sold by the Com
pany, Tlte Company Is also named as a defendant In 
approximately 70 asbestos-In-building lawsuits by school 
districts and other owners of buildings seeking to recover 
damages including the cost of removal of asbestos insula
lion and other asbil!ltos products. 

The Company. in January 1987, reSillved along-standing 
d !spu te with fl ve Insurance carriers over the nature and 
extent of Insurance coverage for asbestos-related he~ lth 
claims filed against the Company. In connection with these 
sattlements, the Company has joined the Wellington 
Asbestos Cia I ms Fa c lJ i ty (the "Facility"), an organization of 
insurance companies and asbestos producers formed in 
198 5 to ".00 rd !nate the adm in istra lion of asbestos claims. 

The Facility w !llusu me defense and settlement A nf all 
such pending, thr1111tenad and future claims against the 
Company. The Company's share of the cost of settlements, 
judgments and legal expenses with respect to such claims 
will be borne by the flar.ility, which will be reimbursed by 
the Company's ins•1rers on the basis of the amounts pro· 
vided by the Fac!l!ty's agreement w!tb tfle Company and to 
the extent of the coverage afforded the Company undt~r illl 
policies of i nsuranr.e and ~ettlement agreements. The Cnm
pany al!j() entered into a separate agreement with another 
of Its Insurers, with which it had previously settled its 
Insurance coveri'lge claim, so ss to conform thlltarrange
ment with the aforesaid settlements and the Company's 
antry into the Fad lity. 

In the opinion of management, the ultimate disposition 
of the lawsuits pending against \he Company, i nc\uding 
I he asbestos rei a terl cia i ms, will nat have 11 ma ta ria 1 
adverse effect on the Company's COI1Solidated financial 
position. 

1.:..';;;;oi:::DI;.;;n::..:.'i;;.;ui;;;;nt::;u.:..;m:..~l;;;)n;.;yn;;;l0:;;;n::,;l~;...... _____ , ______ s:.;1:.::0.::·3:::..:;3f• 1 t. ~UJipimmm!ary Jo'innm:iallnfnrmttliot:t 

T lw u ""~ d• of Da llnr• 
Yuart!~dnd Dflcnm"'/"'11!'-r ~:-'1-----..,.~19::;&6;:;_....,.......;1;.:;98"'5;.......,......;.;19;;:8;.;;4 
MiliniBnRnr.a and mpsln S45.714 S41.01'1C $41.?96 
Rmt\a h•-·n pora II ng I DUlll II, 7 H9 8,298 ~, 74f• 
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ARTHUR 
ANDERSEN 

&£9 
101 Eisenhower Parkway 
Roseland, New fersey 07068 

Th theShareho!dars and Board of Directors of 
GAF Co:poration: 

We have examined tha consolidated balanwsheets of 
GAF Corporation (a Delaware corporation) and suhsldiariea 
as of December 31, 1966 and 1965, and the related consoli
dated statements of income, changes in financial position 
and shart!hol ders' equity for each of the three years in 1 be 
period endad Dooembar 31, 1986. Our '.IX!Iminations were 
made it1 accardanw with generally ar..cepteci auditing 
standards and, accordingly, lnc:lurl.td such h1sls of the 
acc:ou nil ng records and such other auditing proC'ld u res as 
we considered necessary in the circumstance.s. 

Supplementlny Data (Unaudited) 

QUilrh:r!y Fi!lillldalllata (Ummdtted) 

--
GAFCORPORA'ffON 

In our opinion, the financial stat~ments raferred to above 
present fairly the financial position of GAF Corporatlon and 
subsidiaries as of December 31,1966 and 1985. and !he 
results of their c.perat!ans and the changes In lheirf!nancial 
pos!tio n for each of the three years In the period ended 
December 31, 1986, In conformity with genaral!y aCC6pted 
aCI;;ounUng principles applied on a oonsistent basis. 

~~li-b 
February9, 1987 

1986 by Quart"' 1985 by Qu~rt• ·r 
MJIHono of DoJiu,..- E>oopl P~r Shun• Amntlnls Flr:st Soc~nd Third Pourth Ft .. t &rnnd Third Fourlh 
;;;.;; s.t .. S\76.0 S1SB.3 11S7,2 $ ~2.3 $175.9 $186.1 $1!13.8 $174.2 
C..•t nf Pmduo1a Suld ll~.l 130.6 127.1 1!6,4 1l7.1 130.2 135.1 121.4 

Gro .. Pmflt $ ~3.9 $ 67:J $ 70,\ $ 65.~ $ 48.6 i 57.!1 $ 58.7 $ 52.8 

:ncnme ~~fnru t nr.nmo Th """ 
and ~•traord j nary Gt1ld II• $ 23.~ $ 3S.S $ .17.5 $ 29.2 s \9,5 $ 2!;.2 $ ~.9 s 17.9 

Lncomo T:ums B.:l 13.3 13.() 10.2 8.4 Q.B 9.3 5,7 

I n~nmo Bolam ~;xt run rdl nat y C"'d it• 15.0 22.2 24.5 19.0 1Ll 15.4 JSb 12-Z 
Ex!L·tumllnary Credil• 85.8 :1.7 ~2.5 30.5 8.4 8-4 7.~ u 

Nolrm.:oml! $10.0.8 $ 2-I.S $117.0 $ 4!1.5 $ 17.S $ 23-6 s 22.9 $ 13.4 

Earnin~ Per C"..ommn•l Sham" 
Prirnary' 

llafnre B»t••urd Ina ry Crod II" $ .41 $ .m $ .67 $ -~2 $ .36 $ .44 $ .43 $ .34 
Ext ra~ullna ry Cro<ills 2.37 .111 2.51; .84 .21 .24 ,21 .03 

Ntd J m:or.n n t 2.78 $ .71 $ 3.2~ $ 1.36 s .57 s .lit s .!14 $ .31 

Fu 11 y lllluted: 
Ra/mu li• I roord i no ry GNld lis s .41 $ .6! $ ,(17 $ .52 $ .31 s .44 s .43 $ .34 

__!:~t~onlln;ry Cmdlt• 2.:17 .10 2 .. >5 .!14 .lH .24 .21 .03 

Netlm:oonu $ V6 $ .71 $ 3.22 $ 1.36 s .4U $ .68 $ ,64 $ .37 

'In a<:to.rdonm.- with lh" provision• <>f AI' II OJ>IIllon Nn. t.>, n•rnhlgs pur •h.ru om c:ah:ul•t~~ ""f"'r•tnly lru oo<'IL quarlnr •nd thn full ynar. i\<:tordln~ly, 
ann11-11l iNimlngs per share wltt nol nu~os .. rtty '"~""! thu lot"l of lhu Ullurim 110rlad•. 

~-" • 
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Dan i ol T, Carroll 
Chairman of the Board and 
President, 
The CarroJJ Group, Inc. 
{management consulting) 

Car 1 R. Eckar J t 
Exer.uUvl! Vice President 
Corporate !Jevelopment, 
GAF Corporation 

Dr. jacob E. Goldman 
Chailman afthe Boord, 
Cauzin Systems Inc. 
{manufacturer of personal 
computer accessories) 

Samuel j. Heyman 
Chairman of the Board 
and Chief Executive Officer, 
GAF Corporation 

Sanford Kaplan 
Private investor and 
consultant 

William P. Lyons 
Pre sicient, 
Wiiliam P. Lyons & Co., Inc. 
(investment bonking 
and financial consulting) 

Scott .\. Rogers, Jr. 
Consul toni 

Edward E. Shea 
Partner, 
Windell!, Marx, 
Davies & lves 

james T. Sherwin 
Vice Chairman and Chief 
Administrative Officer, 
GAF Carporoticn 

William Spier 
Private investor 

joseph D. Tydings 
Portner, 
Finley, KumbJe, Wagnar, 
Heine, Underberg, 
Manley & Cosey 

(:hnmlt;;~l.• t:..:nrJIOratinn 

Heinn F. Tomlohrde,III 
President 

William]. Burlant 
V1'ce President, 
Research & Development 

T.H. King 
Vice President, Mineral 
Products 

Abraham Lindenauer 
Vice President, 
Materials Management & 
Tochnlool S er vi c~:~s 

C,orpm•ata 0f1knt'H 

Samuel). Hayman 
Chairman of the Boord 
and Chief Execu live Officer 

]ames T. Sherwin 
Vice Chairman end Chief 
Administrative Officer 

Carl P. Eckardt 
Executive Vice Presi den!, 
Corporate Devalapman! 

John A. Brennan 
Executive Vice President 
and Presidant, 
GAF ilu ilding Materials 
Corporation 

Heinn F. Tomfchrde,lll 
.Executive Vice Prasident 
and President, 
GAF Chemicals 
Corporation 

Richard B. Olsen 
VIce President, Finance 

Fl'Bnk. E. Sheeder, Jr. 
Vice President, 
lnternoti'-lnal 

Raymond W. Smith 
Vi~e Ph!sidenl, 
Acetylenic Oerival!ves 

Richard L. Thma 
Vice President, 
Manufacturing 

Gerald R. Whitmore 
Vice President, 
Human Resources 

Joel A. Asen 
Senior Vice President, 
Theasury and Business 
Development 

Irving Kagan 
Senior Vice President, 
General Counsel, and 
Secretary 

Raymond ] . Lacroix 
Senior Vice Pre!ldent and 
Chief Financial Officer 

Matthew L. Guoby 
Vice Preside n!, 
Management Information 
Systems 

Ber1111 rd L. Kap ell 
Vice Pre&ide nt, 
Taxation 
Frank E. Sheeder, Jr. 
Vir.e President, 
lnter~o!ional 

James J. Stru.pp 
Vice President, 
Human Resources 

He Inn F. Tomfon rds, 111 
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The "'""d ofGAF 

.. -.-

I :"1 iJCII dlo I !II iL I'' 
1361 Alps Roatl 
Wayne, New )ers~y 074'0 

llo>rl>r•,li• 
GAF Corporation's plants, research 
laborutcrias, and sales offices are 
located throughout the 
United States. 
l :lurrnio ,,], 

:'ll.1nrlf;u l11l'in•" 
Alabama-Huntsville 
Kentucky-Calvert City 
Missouri-Annapolis 
New Jersey-Bound Brook. 
Now Jersey-Linden 
Pennsylvani~·Bluo Ridge Summit 
South Carolina-Spartanburg 
'l'exas-S P.ad rift 
Texas-'rex !IS City 
Wisconsin-Pembine 
<.;,.!,,, 
Calif•,mia-Jrvino 
Illinois-Lombard 
New Jers'!y·Llnden 
North Carol Ina-Charlotte 
Ohio·C!nclnnat! 
Pennsylvania-King of Prussia 
Te~~~:as-Arlir•l!lur. 

II··"'·"' h ~. Ill'\ "'"1'"11'111 
Mary land-Hagerstown 
New ]orsoy-Wayne 

I lr1 old"'· \I ·'"' l,,j., 
• ~ I ', I • 

AlubattJd ·Mobile 

Qr.lilornia·Fontana 
Callforni~-Irwindale 
Florida-Thmpa 
Georgia-Sa\'annah 
lndiana-Mo1.1r.l Vernon 
Mary land-8~ltimore 
Mas~chuseus .. Millis 
Minnesota-Mir1neapolis 
P!mnsylvanla·Erie 
South Caro lirra-Chester 
Thnnesnee-N11sh ville 
Th~~~:as-DalhrR 

S;ilr·<, 
Alabama-Mobile 
Cali fa.rn ia • Fontana 
Florida-Tampa 
0 eo rgia·Sa van nah 
Indiana-Mount Varnon 
Maasachusetts·MIIIis 
Minnesota-Minneapolis 

-

New jersey-South Bo1.1nd Brook. 
Pennsylvania-Erie 
Texas-Dallr;rs 

I~ , . .,,.,, r r l1 1>. I )r• 1 "I rrpr rrr•r rt 
New Jersey-Wayne 
Tenness~e-Nashville 

lrrlr·rrr.111nrr.rl 
GAF Corplloration's msj[lr m11rk.eUng 
attd sr.rvice fad I lUes are located 
throughout the world. 

! IH ~qll'd I~ E~ 1''~11 Ill 

Grant B•itain, Esher-Hsadquarters 
Austria-Vienna 
llelglum-S!nt Nlklaas 
Fran Cll· P uris 

, ... <r: -

Great Britain-Manchester 
Italy-Milan 

, 

Netherlands-Schiedarn 
Spain-Barcelona 
Sweden-lohanneshov (headquarters 

for Nord an countries) 
Switzerland-Zug 
West Germ&ny-Frechen 

1\'r•'l r•r·n IIF•rn i., plw 1 1 • lto•~rmr 
New Jersey. Wnyne-Headquarters 
Bra~il Siio Paulo 
Canada-Missi~sauga, Ontario 
Canada-Ville St. Laurent, Quebec 
Me~~~:ico-Me~~~:i~o City 
P1.1erto Rica-Carolina 
,.\.,irr·l'ilr.ilir ](.,~irrrl 
Repub I ir. of Singapore, 

S I nga pare-H eadq ua r te rs 
A1.1stralia·Sydney 
Austral is-Melbourne 
Japan-Tokyo 
New Zllaland-Auck.land 
Republic of Singapure·Singapure 

I:. I I' llo n:ulr ,..,1 inr~ !:rrrrrpolll\, lrrr , 

New York., New York. 

Subsidiary: 
GAF Insurance, Ltd, 
Hamilton, Bermuda 

Affiliot~: 
GAF!Huls Cham ie Gmb/1 
Marl. West Germ11ny 

~---~MAU.·~~-----~ ...... ._,._ .... _.._ .. ._,.__.,._.,. ... ,._,._,.__. .. _., ______________________ ~ 
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